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ECONOMICS AND PUBLIC POLICY* 


By Epwin E. Witte 


I 


It is well known that the original name for what is now generally 
called “economics” was “political economy.” Most of the treatises 
written by the classical economists were books which they entitled 
Political Economy. At its first annual meeting in 1886, the American 
Economic Association adopted a four-point “platform,” the first two 
and the last paragraphs of which read: 

1. We regard the state as an agency whose positive assistance is one 

of the indispensable conditions of human progress. 

. We believe that political economy as a science is still at an early 
stage of its development. While we appreciate the work of former 
economists, we look not so much to speculation as to the historical 
and statistical study of actual conditions of economic life for the sat- 
isfactory accomplishment of that development. 


. In the study of industrial and commercial policy we take no partisan 
attitude. We believe in a progressive development of economic con- 
ditions, which must be met by a corresponding development of 
legislative policy. 


And it also is noteworthy that the first publication of the American 
Economic Association was Henry C. Adams’ essay on The Kelation of 
the State to Industrial Action*—to my way of thinking still one of the 
soundest treatments of the subject. 


* Presidential address delivered at the Sixty-ninth Annual Meeting of the American Eco- 
nomic Association, Cleveland, Ohio, December 28, 1956, 

1 For a more complete account of this early chapter in the history of the American Economic 
Association, see Joseph Dorfman, The Economic Mind in American Civilization (New York, 
1949), Vol. III, pp. 205-12, 

2 Publications of the American Economic Association, Jan. 1887, I, 465-549; reprinted by the 
Columbia University Press, 1954, in Relation of the State to Industrial Action and Economics and 
J uris prudence (edited by Joseph Dorfman). 
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There was strong opposition among economists to the original plat- 
form of the American Economic Association, despite its hedging on the 
most controversial issue of that day, the tariff. This opposition came 
principally from the supporters of unadulterated laissez faire who oc- 
cupied the chairs of political economy in the largest universities. In 
147, the Association substituted for its platform the brief statement 
that its purpose was “the encouragement of economic research, espe- 
cially the historical and statistical study of actual conditions.” All of 
the dissenters, however, did not join the American Economic Associa- 
tion until, after a few years, it expressed complete neutrality on eco- 
nomic views and methods—a position it has consistently held ever since. 

While neutral collectively, it is to the credit of economists that as 
individual scholars they have never ceased to be interested in questions 
of public policy. Few economists have held the view, which Charles A. 
Beard described as the dominant position in American thought around 
the turn of the century, and in accordance with which “government was 
looked upon as the badge of original sin, not to be mentioned in polite 
society.”” Economists of all schools of thought have often interested 
themselves in questions of public policy. Many of the major advances 
in economic theory have resulted almost directly from attempts to find 
solutions for practical public policy questions. This can be said of 
classical economics as well as of Keynesian and neoclassical economics, 
no less than of institutional economics. More economists today spend 
part of their active careers in government service than ever before. It 
is becoming commonplace that economists are in and out of government 
service several] times during their lives and quite a number are working 
simultaneously for the government and in academic teaching or in re- 
search positions. Economists in the past have made significant contri- 
butions to the solution of practical problems of public policy and are 
doing so today. 

But it is also true that economists have not received the recognition 
in the United States in the realm of public policy which they enjoy in 
other free countries. There has also developed much doubt whether 
economics should concern itself with problems of public policy. The 
clearest evidence of this is the change in the name of the social science 
of which we are students. What was once “political economy” became 
“economics” after the first world war, with but few exceptions. 

While economists think, talk, and write about practical problems, 
their participation and influence is quite limited and it is doubtful 
whether it is increasing. Thousands of economists are employed in 
government. A former president of the American Economic Association 
is a distinguished U. S. Senator. A few other members of the Congress 
hold membership in the Association. The Council of Economic Advisers 
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is constituted of economists. Other economists are bureau chiefs and a 
somewhat larger number have held such positions. There are also a 
few members of the Association who hold elective or, more often, 
responsible appointive positions in state and local governments. Thou- 
sands of economists are civil service employees of the national, state, 
and local governments. Relatively few of these, however, are in major 
administrative positions and still fewer in decision-making spots. Most 
economists in government service are engaged in research studies, pre- 
paring reports and memoranda intended for the use of the decision- 
makers or the information of the public. They see the light of day only 
if superiors so decide and then usually with the authorship anonymous, 
at least as to most of the contributors. Many economists engaged in 
research work in the government are bitterly disappointed because they 
do not see what influence their studies have in practical affairs. Their 
research studies are valuable sources of information for academic 
students, but how much they influence policy decisions is debatable and 
doubtful. Beyond question, governmental research in economics and 
other social science fields is worth more than it costs, but its influence 
is seldom decisive. 

Much lower in influence exerted, I believe, must be rated the pro- 
nouncements some academic economists make from time to time on 
issues of public policy. These often are lofty statements, as from Olym- 
pus, addressed to what is assumed to be a waiting America anxious to hear 
the words of economic wisdom on the practical issues of the day. Such pro- 
nouncements may have some influence. Politicians and manipulators of 
public opinion delight to cite as oracles known people who agree with 
them. But how much the noncommitted public is influenced is doubtful. 

As I see it, the influence of economists on public affairs is principally 
that of scholars and teachers generally. This is the influence they exert 
upon their students and listeners and those who read what they have 
written. As John Maynard Keynes noted, the practical men of today 
often repeat what some professor or scribbler long since dead put into 
their heads. 

This indirect influence obviously depends upon how well our students 
and readers grasp what we teach and the readiness with which they 
apply what they have learned to the practical public policy questions 
of the day. It is on this score that I have the most serious doubts about 
the contributions economists are making in the public policy field. 

My reasons for doubts are that not much of what economists say and 
write seems to “stick with” students and readers. A large percentage of 
all college students today have some exposure to economics, particu- 
larly in the introductory or principles course. Most students thus ex- 
posed learn enough to pass this course. A smaller number, but still a 
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quite gratifying minority, make economics their major field of study 
and quite a few (although, perhaps, not enough to supply the to-be- 
anticipated demand for teachers of economics) go on with graduate 
work. But how much economics is learned “for keeps” from college 
courses is uncertain. Still more doubtful is whether college study of 
economics stimulates an abiding interest in the subject and gives the 
students the ability to think through economic problems. 

As a former government official concerned with the settlement of 
labor disputes and since then as a privately selected labor arbitrator, I 
have been impressed by the fact that arguments based on economic 
principles are but seldom advanced by either party. Terms like ‘‘mar- 
ginal utility,” “labor mobility,” ‘propensity to consume” and the like 
just do not occur in the presentation of actual labor cases. Yet the in- 
dividuals presenting the arguments and some of the principals are often 
former students of economics—not uncommonly of not many years ago. 

Similar failure to indicate that anything learned in courses in eco- 
nomics has “stuck”’ is all too evident in debates in legislative halls and 
on the political hustings, many of the participants in which, again, are 
former college students of economics. Some “eggheads” in public life 
have made fairly extensive use of economic principles, but have had 
little appeal to the public. Far more effective has been a repetition of 
platitudes about the economy, most of which have their origin with the 
public relations propagandists of business and other economic groups. 

kconomists frankly serving business, as increasing numbers are doing, 
apparently have been more successful in commanding an audience. But 
much of what many business economists, and the smaller number of 
labor economists, are saying cannot be regarded as original, amounting 
to little more than giving an aura of scholarship to what is essentially 
propaganda. By and large, business economics has been more influential 
than general economics. Business economists have become important 
advisers to great businesses, and some, as well as a few general econo- 
mists, serve with distinction on boards of directors, and occasionally an 
economist becomes a business manager. Their influence on public affairs, 
however, also is quite limited. 


II 


Believing as I do that the original concept of economics, expressed in 
the old term ‘‘political economy” was sound, I inquire why economists 
have so little influence in public affairs. Among these reasons, I believe 
is the more recent attitude of looking upon government as belonging 
within the domain of the political scientist, and only on the periphery 
of economics. 

This seems to me to greatly understate the importance of govern- 
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ment. Government and business or government’s role in the economy 
has in the last quarter century become an important course subject in 
nearly all major universities. Almost without exception, however, text 

books written on this subject take a narrower view of the relations be 

tween government and business than the facts warrant. Some texts are 
pretty much treatises on the attempts to preserve competition through 
governmental action; others deal, more broadly, with all types of gov 

ernmentai regulation of private business. Some picture the economy as 
existing independently of government, which is reduced to an outside 
institution interfering with business in the interests of consumers or the 
general public. Government interference also is pictured as having been 
well nigh absent in the early history of our nation. And government 
regulation is discussed as still restricted mainly to public utilities and the 
fields of communication and transportation. 

Studies sponsored by the Economic History Association in the last 
decade have established that this is a completely false account histo 
rically.* There never was a time when laissez faire prevailed in the 
United States. In the early days of the Republic there was rather more 
than less regulation of business than today. This was mainly local and 
state, rather than national regulation, but it was very extensive. Regu 
lation has existed in the United States “from time immemorial,” and 
substantially all businesses then existing were regulated. The Constitu 
tion was adopted not to give us a weaker but a stronger government. 
Not one line in that great instrument of freedom even remotely suggests 
a policy of laissez faire. 

The American creed is not that of a government which is an oppressor 
but Lincoln’s “a government of the people, by the people, and for the 
people.”’ While wanting as little restriction as possible for the individual, 
Americans have always turned to government to help them when in 
economic difficulties. They have followed the principle, also expressed 
by Lincoln: “Government should do for a people what they cannot do 
themselves or that which they cannot do so well for themselves in their 
individual capacities.’’ 

If all that government does is labeled “regulation,” then government's 
role in the economy can be described as that of the regulator. To me it 

* These include notable studies of the economic policies of the states prior to the Civil War, 
among them: Oscar and Mary Handlin, Commonwealth: A Study of the Role of Government in 
the American Economy, Massachuselts, 1774-1861 (New York, 1947); Louis Hartz, Economic 
Policy and Democratic Thought, 1776-1860 (Cambridge, 1948); Milton S, Heath, Constructive 
Liberalism: The Role of te State in the Economic Development in Georgia to 1860 (Cambridge, 
1954). Telling the same story are the many more specialized articles on the economic policies 
of the early United States by Carter Goodrich, president of the Economic History Association 
in 1956. 

4“Fragment on Government,” Nicolay «nd Hays, Abraham Lincoln, Complete Works (New 


York, 1890), Vol. I, p. 180. 
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seems preferable to use terms more accurately descriptive of the several 
things that government actually does in the economy. Confining ‘“regu- 
lation” # .direct government interference with private decision-making, 
governptént’s activities in the economy go far beyond regulation. 

To begin with, government is the rule maker and the umpire in the 
American system of free enterprise. Property, contract, patents, bank- 
ruptey-——in fact, all existing economic institutions—are defined by law. 
They represent bundles of rights and duties which may be modified and 
even terminated by constitutional processes. All basic economic institu- 
tions have undergone great changes in the course of American history. 
Property in human beings, at the time of the Constitution second in 
value only to land, has been abolished and the uses of many other types 
of property have been restricted in numerous respects. On the other 
hand, good will and other market expectations, almost unknown at the 
time of the Constitution, are now protected as property and collectively 
are of greater value than older, tangible forms of property. Changes in 
basic institutions must conform with constitutional limitations, but 
this has not prevented extensive changes. Such changes are still oc- 
curring and in all probability will continue to occur, as may be dictated 
by the needs and wisdom of the time. 

Also most inadequately appreciated by economists has been the direct 
and indirect financial aid extended by government to many businesses 
in the United States throughout American history. Classical economics 
condemned “extraordinary encouragements” as well as ‘‘extraordinary 
restraints,” but both have always existed in this country—and on a 
large scale. In recent years there has been a great outcry about 
government aids to agriculture. Historically, however, aids to other 
lines of business have been greater and may still be greater in the ag- 
gregate. The lands granted by Congress for the construction of the 
transcontinental railroads exceeded in area that of the entire State of 
Texas. Large aids by government, principally the state and local govern- 
ments, were extended also for the construction of railroads in the older 
sections of the country —and earlier, of canals and turnpikes. Direct aids 
to shipping and ship building, airlines and aviation, mining and fisheries 
are more recent but also extensive. A large part of the capital for the 
development of new and risky industries has been supplied by govern- 
ment and never more extensively than in the present age. Whenever any 
major line of business has financial difficulties, it has turned to govern- 
ment for aid and, quite commonly, has received aid. Indirect aids, 
taking the form of protective tariffs, subsidies, loans, tax allowances, 
reduced mail rates, and similar privileges, have been no less important. 
Free enterprise, as we have known it, has always included a large 
amount of governmental aid to private business. 
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Government is the purchaser of a large part of the products of private 
industry and the supplier of many services vital to the economy. As 
Solomon Fabricant in his studies for the National Bureau has estab- 
lished, almost 10 per cent of all products of industry in recent years 
have been purchased by government, and a much higher percentage 
during the second world war.® 

This is the age of the service state, in which government supplies 
many important services for the mass enjoyment of the people. Of 
these, defense is by far the most important. Education, highways, 
public welfare, and social security are very large service activities, as 
well as many others, Government as a producer is to some extent a 
competitor, but much more it is a stimulant to private business, The 
automobile, to cite but a single illustration, is credited with being in- 
directly the source of something like one-fifth of all employment today. 
But how large would be the automobile and related industries without 
the great public expenditures for the improved highways and the 
rapidly expanding outlays for parking facilities? A long list of businesses 
experiencing competition from government has been publicized by the 
Hoover Commission, but by far the most nurnerous instances it lists 
are those of government production of goods and services for its own use, 
not products produced for sale in the markets. Government as a pur 
chaser, producer, and competitor is a field thus far left almost entirely 
by economists to politicians and propagandists, but which clearly 
merits much more attention from the point of view of its economic 
effects. 

Government regulation of business has been less neglected and there 
is little need for stressing the importance of this aspect of political 
economy. Some regulation has existed from earliest times, but like every 
thing else, regulation has changed with changing conditions. We no 
longer regulate chimney sweeps as Congress provided for in 1819, but 
we now regulate the beauticians and the barbers, the electricians and 
the plumbers, and, in some respects, all businesses. 

More than in any other aspect of the government’s role in the 
economy, economists long have been interested in its function as the 
preserver of competition. To the classical economists, competition was 
an all-suflicient regulator, once governmental encouragement of 
monopoly was ended. That view is not completely dead, but our anti- 
trust and fair-trade-practices laws more and more have become regu- 
latory legislation. While there are some doubts, particularly among 
business economists, about the wisdom of the underlying policies, it 
seems certain that competition and monopoly and government’s re 

® Solomon Fabricant, The Trend of Government Activity in the United States Since 1910 (New 
York, 1956). 
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sponsibilities in relation thereto, will continue to receive—as they 
should —a great deal of attention in public policy. 

For some decades economists have devoted much attention to the 
government's responsibilities in relation to business stability and full 
employment, inflation and depression. Related are the government’s 
control of the currency and its influence upon the volume of credit and 
the general level of the economy. More recent, but widespread, is in- 
terest in the factors promoting or retarding economic growth, which are 
greatly influenced by what government does. Economists have always 
appreciated the significance of government expenditures, taxes, and 
debts, and more so since the great depression and Keynesian economics. 
The relation of war to the economy has become increasingly significant 
in an age of great wars and ever-increasing preparation for future wars. 

These are only some of the impacts of government on the economy 
and reasons why economics must concern itself with public affairs. 
John Maurice Clark, nearly thirty years ago, said in The Social Control 
of Business: “Control is an integral part of business, without which it 
would not be business at all. The one implies the other, and the two 
have grown together.” Since then the interdependence of government and 
business certainly has increased. For an understanding of the economy, 
we must also understand government and appreciate the interrelation 
between government and business. 

Government, however, is not all-powerful, and in a free society is 
certainly not the end objective of economic activity. In a democracy, 
government is only the largest and most inclusive of many associations 
of major importance. While it is the only organization which legally 
may use force to secure compliance with its decrees, it must operate es- 
sentially by consent. Ours is a volitional society in which the central 
problem is that of getting individuals to put forth their best efforts with 
a minimum of compulsion. 

The end objective is individual and family welfare, much more than 
national strength, although the former promotes the latter. In the 
words of the late Msgr. John A. Ryan: “Industry exists for man, not 
man for industry”; and so also does government. It is the citizens, the 
human beings who constitute our society, who are central in our system 
of free enterprise and both the economy and the government exist to 
promote their welfare. 

While our society is basically individualistic, it is also associational. 
One of the most characteristic differences between totalitarian and 
democratic governments lies in their respective attitudes toward volun- 
tary associations among their citizens. Every totalitarian government 
ever known, whether of the right or the left, has either suppressed or 
brought under its complete control all associations within its borders. 
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Democracy, on the other hand, has encouraged free voluntary associa- 
tions in the economic sphere, as well as in all other aspects of life. 
Dictators regard free voluntary associations as a challenge to their 
authority, while democracies regard them as instrumentalities to better 
promote and safeguard individual welfare, and thereby strengthen the 
entire society. 

The American society from the outset has been one in which volun- 
tary associations have played a large role. De Tocqueville, in his reveal 
ing observations on the United States in Jackson’s day,’ noted that 
Americans, with all their individualism, showed a remarkable capacity 
to associate with each other in their economic endeavors Voday, there 
are more associations in the United States than in any other land, and 
much more powerful organizations. We have nearly 500,000 business 
corporations and more than 50,000 labor unions, plus many thousands 
of trade associations, employers’ associations, chambers of commerce, 
cooperatives, farmers’ associations, and other similar economic organi 
zations. Peter F. Drucker has characterized the America of today as 
being “enterprise directed,” and holds that enterprise “is not the crea 
ture of the State” but “has its own law and rationale in its function,’” 

The fact that corporations differ so greatly in size and importance 
makes it difficult to grasp the significance of their remarkable growth. 
More than 90 per cent of the 500,000 corporations in this country are 
businesses differing from those conducted by individual entrepreneurs 
and partners only in the limited liability enjoyed by their owners and 
the life in perpetuity accorded them by law. But a thousand or so large 
corporations have very different and greater impacts on our society than 
the much more numerous individual entrepreneurs, partnerships, and 
small corporations. Not only do these large corporations transact 
directly half or more of all business in the United States and employ 
one-third of all labor in industrial employments, but they have many 
thousands of stockholders, suppliers, dealers, and distributors. 

The present-day great corporation, moreover, is much more than 
merely a business organization. Through their public relations programs 
and other publicity media, corporations profoundly affect public opinion 
and in doing so also influence the outcome of political contests. In their 
dealings with business organizations outside the United States and to 
some extent indirectly with foreign governments, American corporations 
play a large role in international affairs. Particularly abroad but also in 


* Alexis de Tocqueville, De la Democratie en Amerique (Brussels, 1840). Translation by 
Henry Reeve, with an Introduction by Henry Steel Commanger (New York, 1947) 

’ The New Sociely: The Anatomy of the Industrial Order (New York, 1950). See, also, A. A 
Berle, Jr., The 20th Century Capitalist Revolution (New York, 1954) and Herrymon Mauer, 
Great Enter prise: Growth and Behavior of the Big Corporation (New York, 1955) 
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isolated areas in this country, corporations provide such services as 
housing, medical care, recreation, and education, which are merely in- 
cidental to their business activities, but often require a great deal of 
time from their executives and their boards of directors. Greatly on 
the credit side is what has been called ‘‘the public service revolution,” 
manifested in the statements of many corporation executives emphasiz- 
ing that service to all interested parties is an objective of American 
business, ranking ahead of the quest for ever larger profits. 

On a former occasion I took the position,* that contrary to the fears of 
many economists and of large groups in the general public, American 
trade unions do not have nearly as great assets, influence, and power 
as have our large corporations. I still hold this view, but recognize that 
unions, too, profoundly affect the American way of life and in respects 
other than those narrowly considered economic. In its broader implica- 
tions, the labor movement is a manifestation of the rise in the social 
order of the element in our population which was “born on the wrong 
side of the tracks” or whose ancestors were latecomers in this country. 
The advance of this group into the middle class appears to be one of the 
causes of the phenomenon, which Sumner H. Slichter and others have 
noted, of the growing moderation in the American views on public issues. 

Many others of the numerous present-day associations also have 
great importance. What has been. said about corporations and labor 
unions must suffice to illustrate both the significance of the associational 
element in our system of free enterprise and the desirability of a broader 
approach to many public policy questions than is customarily taken by 
theoretical economists. 

Pointing in the same direction is “‘the managerial revolution.’ This is 
the divorce of control from ownership in the large corporation, which 
has all but become complete. In the large corporation, the functions 
usually still called those of the enterpreneur are now performed by pro- 
fessional managers. Management itself is a group, rather than an in- 
dividual. Legaily managers are employees and generally have but slight 
stock-ownership but they effectively run the corporation and at top 
levels they are pretty much self-perpetuating. Management has become 
an independent factor in production and often is the decisive element 
in the economic success of the corporation.’ 

The record of management, like that of the large corporations, has 
been one of great economic accomplishments. The United States has 


by far the largest group of professional managers, both in numbers and 


* “The Role of Unions in Contemporary Society,” Indus. Lad. Rel. Rev., Oct. 1950, IV (1), 

* A recent good article developing this thought is Frederick Harbison, “Entrepreneurial Or 
ganization As a Factor in Economic Development,” Quart. Jour. Econ., Aug. 1956, LXX, 
364-79, 
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proportionately to all industrial employees. Other technically trained 
personnel are also in excess demand, but managerial talent is most neces- 
sary of all and most difficult to develop. Both management and technol 
ogy have been suggested to be basic factors in the economy on a par with 
the traditional land, labor, and capital. While not completely neglected, 
they have been assigned far too little importance by economists in 
explaining our productive accomplishments and possibilities and in 
considerations of economic growth and development on international 
levels. 
III 

John Williams in his presidential address in 1951" raised the question 
whether the thinking of economists leads and directs or merely follows 
changes in the environment. He concluded that most economic literature 
is a rationalization after the event. Pursuing his thought, it seems to 
me that at present, economists are doing but little leading in the domain 
of public policy. Further they have taken into account only very in 
adequately the many basic changes in the economy which have been 
occurring so rapidly in recent decades. 

Twenty years ago an answer satisfying to many economists was given 
in Keynes’ General Theory to the most pressing public policy question 
of the day, that of how to get out of the depression. With the changes 
in the environment since then, new questions have arisen and Keynesian 
economics seems less of a satisfying answer to all basic questions, al- 
though it is still very influential. Neoclassical economics probably has 
more followers than earlier, but gives few answers to current public 
policy questions. Institutional economics has regained some popularity 
after years of neglect and ridicule. But, to me, institutional economics 
seems more of a method of approach to public policy questions than an 
over-all economic theory. 

While a majority will differ, it is my thought that the approach of the 
institutional economists has much to commend it. On another occasion, 
I described this approach as “‘a practical problems approach,” with 
emphasis upon finding answers to the many new economic problems of 
the day." John Williams—who, I suspect, would object to any identi 
fication with the institutional economists—expressed my thought in the 
statement that “economic theorizing . . . [is] pointless unless it is aimed 
at what to do,” and further that the “pretension to universality . . . is 
the inescapable bane on theorizing.’"? I do not imply that others than 
institutional economists have not concerned themselves with practical 


© “An Economist’s Confessions,” Am. Econ. Rev., March 1952, XLII, 1-24. 

“Institutional Economics as Seen by an Institutional Economist,” So. Econ, Jour., Oct 
1954, XXI, 131-40. 

2 Op. cit., p. 10. 
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problems. Present-day theorists do express themselves on practical pub- 
lic policy issues and advise the policy makers. Not only, however, are 
many of them somewhat apologetic in doing so, but greatly prefer to 
deal with universal truths which lend themselves to model building and 
mathematical reasoning. 

Back of this attitude is not merely the quest for universality, but an 
overpowering desire to be scientific. In common with many other social 
scientists, economists as a group long for the exactitude of the natural 
sciences. The nearest approach to such precision seems to many to lie 
in the reduction of economic problems to mathematical equations and 
then in the application of the proven laws of mathematics to their 
solution. Justice Holmes, the great dissenter, once said: “The future 
belongs to the man of statistics and the master of economics.’ But 
Holmes could not anticipate the present vogue among economists for 
mathematics, which has produced a situation in which many, perhaps a 
majority, of the members of the Association, like myself, cannot even 
read a large percentage of the articles published in the Review and other 
economic journals. A difficult specialized language has the advantages of 
appearing very learned and may afford some protection against witch- 
hunters, but it loses listeners and readers. I do not want to be under- 
stood as suggesting that articles with a good deal of mathematics in 
them should not be published in economic journals, but only that I would 
like to see more articles that I can read. A fundamental difficulty with the 
mathematical approach to economics is the frequent impossibility of 
taking account in the equations of all factors, particularly changing fac- 
tors. Just as there is danger of superficiality in institutional economics, 
so there is danger of unreality in mathematical economics. Econometrics 
and mathematical economics have such value and hoped-for promise 
that they merit the position they have attained, in most major universi- 
ties, of inclusion in the program of instruction for graduate students. 
But they fall far short of giving economics the precision of the natural 
sciences. Nor is there any other approach that offers greater hope for 
absolute precision. 

While not decrying the econometricians or other economists who are 
trying to make economics an exact science, it seems to me very desirable 
that other economists should continue to pursue other methods in their 
attempts to gain a better understanding of the economy and in seeking 
correct answers to the practical problems of economic life. Man is more 
complex than material things and does not lend himself to the same sort 
of experimentation as do guinea pigs. In general controlled experiments 
are not possible in economics; accurate observation and reasoning from 
observed facts is as far as we can go in the discovery of truth. It is com- 


§ Quoted in Samuel F. Konefsky, The Legacy of Holmes and Brandeis (New York, 1956). 
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forting that many of the basic truths in the natural sciences were dis- 
covered by similar nonexact methods, long before the present accurate 
methods of measurement were known. 

Although exact scientific measurements are impossible for the solu- 
tion of many economic problems, a scientific attitude is a sine qua non. 
By that term I refer, first and foremost, to complete honesty and im- 
partiality. Economists, like all others who merit the high distinction 
of being known as scholars and scientists, may never compromise with 
truth and must have the courage of their convictions. Falsifying, color- 
ing, or twisting the truth is contemptible, whether it be done for com- 
pensation, to gain notoriety, or to curry favor. A scientific attitude de- 
mands an inquiring mind, a strong urge to know, and tireless industry 
to explore every aspect of the problem. It calls for the rechecking of 
results and a willingness to change opinions when the evidence war- 
rants. It appears most favorably when accompanied by personal 
modesty and a high degree of fairness, manifested alike toward pioneers 
and predecessors, contemporaries and those holding variant views. It 
calls for thorough knowledge of what has been done before and for keep- 
ing abreast with current research. These are difficult standards to meet, 
but such an attitude is necessary and attainable, although the exactitude 
of the natural sciences is presently impossible and may never be realized. 

Much more harmful than the quest for the certainty of the natural 
scientists is the attitude that economists should confine themselves to 
aspects of practical problems that are strictly within the domain of 
economics, defined as including little more than the price mechanism and 
equilibrium analysis. Extremists holding this position scoff at the very 
idea that anyone but an economist has anything worthwhile to say on 
the solution of practical economic problems. Related is the idea that the 
only worth-while answers to economic questions are to be found in ap- 
plications of general economic theory. 

A less extreme variant is the view that economists should deal only 
with the economic aspects of problems but should participate with other 
social scientists in interdisciplinary research. This calls for each group 
of social scientists tackling a given problem by its own methods and in 
its specialized language, followed by an interchange of views between 
all of the researchers. Through such a procedure a truer answer is ex- 
pected than can be gotten from a one-discipline approach by economists 
or by any other group of social scientists. This position has something 
like official blessing in the action of the foundations in especially en 
couraging interdisciplinary research. No great discoveries have thus far 
come from such interdisciplinary research, which may mean only that 
it is too early to correctly appraise the results. Certain it is, that this is 
costly research, best suited to wealthy foundations, large universities, 
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or physically nearby institutions. Its greatest value may lie in acquaint- 
ing scholars from different academic fields with the language and ap- 
proaches of the other disciplines. That is not without importance, but 
is unsuited to public agencies needing prompt answers to practical ques- 
tions and to economists in struggling institutions who have no estab- 
lished reputations. 

The idea underlying interdisciplinary research is sound. Questions of 
public policy do not fall into the tight rubrics of academic disciplines. 
‘or the answers to practical questions more than one and often many 
academic disciplines need to be brought into the picture. There are no 
hard and fast lines separating economics from politics, law, sociology, 
psychology, and philosophy. Even technical matters, geographic facts, 
and certainly the historical and institutional background need to be 
taken into account by the economist seeking answers to practical 
problems. Economics is not timeless and placeless and is more than an 
exercise in logic or a mathematical problem. All social sciences blend 
into each other, as in fact do all elements of our culture. Economics has 
to do with the aspect of man concerned with the satisfaction of his 
material wants. But it is ever the whole man who acts in economic 
matters. To lose sight of this basic fact is but to grope for economic 
truth in a way akin to the study of the elephant by the blind men of the 
fable, not one of whom could get an even approximately correct picture 
of the great animal. 

How to get a broad over-all view which also has depth is the $64 
question (or to use a more up-to-date analogy, the correct answer to the 
final question which gives ownership to everything in the show). In my 
article on institutional economics I took the position that the practical 
economist needs to know his way about in all the social sciences, and that 
in addition he should be broadly cultured, with some bent toward the 
technical, in a mechanical age. I now recognize that this is a well-nigh 
impossible prescription for economists in this complex age. Few, if any, 
economists can be super Leonardo da Vincis, or Benjamin Franklins, or 
Thomas Jeffersons—-not to mention the wisdom of Lincoln. 

I certainly do not propose that study of practical economic problems 
should be restricted to supermen. Rather, I believe that every educated 
person, specifically everybody who regards himself as an economist, 
should interest himself in practical economic problems. While some 
economists may do better with abstract, over-all problems, the great 
majority will be well advised to deal with concrete questions which ap- 
pear not to be too large for their capabilities and resources. 

What is essential is not a mastery of all disciplines which may have 
something to contribute to the solution of economic problems, but an 
appreciation that economics does not afford all of the answers. This calls 
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for broadly trained, cultured economists, rather than narrow specialists. 
It is impossible for anyone to know beforehand the intricacies of all 
domains of knowledge which impinge on a given problem. Prior training 
can only equip the student with a realization that all aspects of a given 
problem need to be studied before a worthwhile answer will emerge. In 
the actual study of practical economic problems the researcher, and 
still less the administrator and policymaker, cannot stop at the bounds 
of what the theorist believes to be economics. He needs to become 
acquainted with everything that has bearing on the problem being 
studied, whether it be economics or anything else. 

Aspects not deemed by most economists to be economics do have 
importance for the solution of many economic problems. Man’s motiva- 
tion in dealing with economic problems is not solely economic. The 
economic man is a fiction, but the whole man a reality. To gain economic 
ends, men resort to many practices which do not make sense from a 
purely economic point of view. Beliefs actually held are scarcely less 
important than what people ought to think. 

Taking into account noneconomic aspects places a heavy responsi- 
bility on the economist who studies questions of public policy. He has 
to learn much that is new to him, including what often is an unfamiliar 
language. But he generally can get help from specialists in other disci 
plines, provided he appreciates the need for such help and knows from 
whom to inquire. It is true also that practical problems seldom involve 
all aspects of any academic discipline. To grasp noneconomic aspects no 
great advance knowledge of other disciplines is required, only a desire 
to understand the total setting and tireless study of the problem in its 
entirety, no matter where it may lead. 

I would add two other requisites for fruitful study of economic policy 
questions. One is a genuine interest in the problem studied and zeal to 
bring about improvement and correction of what is wrong. The other is 
realization that institutions and conditions can be changed and that 
progress and improvement are possible. Without real enthusiasm, no 
study ever gets very far. Research which is merely part of the day’s 
work that has to be done lacks the fire needed to make it significant. 
It is also my belief that for significant study of economic problems the 
incentive afforded by possible economic gain will but seldom prove ade- 
quate, as the returns are almost always small. Likewise, the motive of 
merely accurately describing what exists is sufficient only for the ex- 
ceptional teacher, as also is that of trying to extol the existing institu- 
tions. The most significant work on practical economic problems has 
been done by people who have been inspired by a desire to change and 
improve what exists. 

A final admonition to the would-be researcher and the most impor- 
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tant is to actually start and carry through a research project. A uni- 
versity colleague who has won fame as a novelist once told me: “Writers 
are of two kinds. One kind are those who plan and talk about writing; 
the others those who sit down at the typewriter and write.”’ Having 
reached an age when most of my career is behind me, I recognize how 
little I have accomplished and say to my friends: “‘Avoid my mistake 
of putting off planned research and writing.’”’ With age, enthusiasm 
wanes, as does energy. Studies which do not get beyond the planning 
stage are but seldom worth anything, and unfinished studies rarely can 
be completed by anyone else. A scholar will always share knowledge 
with others, but the man who has done the research is likely to be the 
man best qualified to interpret it and to carry it to completion. 

In common with most others who have discussed the subject, it is my 
conviction that economists should be encouraged to engage in research. 
Similarly, I believe that it is desirable that they should get practical 
experience in business and/or government, with the idea of later return- 
ing to teaching. I hold these views, in part, because I believe that re- 
search and practical experience are broadening and enrich teaching. I 
also believe that we need to find solutions for many economic problems 
to insure the further and rapid progress we ought to have. 

I would direct much of this research to public policy questions. Par- 
ticularly valuable, I believe, is field research. It is important for econo- 
mists early to realize that not everything worth knowing about eco- 
nomics and practical public policy questions is to be found in books, or 
can be grasped by thinking about problems in a swivel chair, or arrived 
at by solving mathematical equations based on unproven assumptions. 
The advice John RK. Commons always gave his students: ‘Do not only 
read and think but observe” is as valuable today as it was when I studied 
with him as a graduate student. Besides furnishing training in gathering 
original information, field research should prove most helpful in the dis- 
covery of new truths and in sweeping away unfounded beliefs. 

Not everybody has talents which will bring fame in research. But Lam 
of the opinion that useful economic research can be done by many more 
economists than do any research. Many of the practical problems of the 
day are narrower than the weighty matters principally discussed in 
meetings like this. Ph.D. theses are supposed to be original pieces of 
research and quite a few are creditable examples. However, it is tragic 
that many of the authors of these theses never complete any similar 
studies or publish anything. Subjects for profitable research are all 
about us. No practical question is too unimportant to merit study. The 
beginner, as well as the economist who gets no foundation or other 
financial support, is probably well advised to tackle problems which 
seem to him to be quite small. Usually, as small problems are studied 
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they grow larger; moreover, answers to small problems as well as to 
large ones are needed. 

Anyone who engages in research always faces the possibility of failure. 
Even if no solutions are found, much may be gained. Study of problems 
has its own reward in the inner satisfaction it affords and the broadening 
influence it has. The natural scientists have come to regard the experi- 
ment that fails, if accurately performed, as but little less valuable than 
the one that succeeds. In Henry Van Dyke’s delightful little essay 
“Alpenrosen and Goat’s Milk,’ the story is told of the Swiss village 
festival in which the highpoint was the climbing of the greased pole. 
Youth after youth attempted the feat only to fail. Finally, the hero got 
to the top and received great plaudits. But as Van Dyke remarked, 
much of the credit belonged to those who preceded him and rubbed the 
grease off the pole. 


IV 


I believe that economics does have great possibilities and a promising 
future. To begin with, we will have far more students. More students 
will increase our problems, but also will be a great challenge and oppor- 
tunity. There are now a million fewer people of college age than prior to 
the second world war, but above a million more students in colleges and 
universities. Enrollment figures are once more increasing and, if the 
present percentages going to college are maintained, will increase more 
than 50 per cent within less than fifteen years. There is every reason, 
moreover, to expect that the very pronounced trend toward a large 
percentage of young men and women actually going to college will 
continue. There are forecasts that within a generation as large a per- 
centage of the people of college age will actually attend college as the 
present percentage of boys and girls of high school age enrolled in 
secondary schools, That percentage is now 88, compared with less 
than 15 per cent at the beginning of the century. College enrollments 
were less than 5 per cent in 1900; today, close to 30 per cent. 

Many will view the expected increase in enrollments with alarm. It 
will prove more difficult to staff economics departments adequately 
with qualified teachers. There is even now a shortage of qualified faculty 
in some schools of business administration and in the economics depart- 
ments of some small colleges. The number of graduate students in eco- 
nomics, excluding students from abroad, moreover, has been decreasing 
rather than increasing. More graduate students, including some who 
earn Ph.D. degrees, go into business. There is also some attrition in 
economics faculties by reason of the higher salaries in other comparable 
occupations. Whether the prospects of an increasing demand and a 


“In Little Rivers (New York, 1911), pp. 165-214. 
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possibly declining supply of teachers of economics will result in increased 
salaries or in heavier teaching loads and more teaching by inadequately 
prepared assistants can be answered certainly only in the future. 

In addition to increased full time enrollments, economists are con- 
fronted with increasing demands for their services in adult education. 
Through part-time instruction, conferences, and lectures, immense num- 
bers of adults are getting some instruction on economic subjects. It is 
my view that responsibility for such teaching should not be shunted off 
entirely on half-trained, young instructors—although their youth and 
energy is a great asset in educational work of this type. Increased col- 
lege enrollments, and growing demands in adult education, will add to 
the teaching responsibilities of economists. 

J make no claims to pedagogical wisdom. While I have been a teacher 
for half of my adult life, I confess to some of the disdain which uni- 
versity professors display towards the professional educational-methods 
people —without real justification, I will add. But my experience as a 
university teacher and lecturer and as a civil service employee and an 
appointed official has given me some ideas which I hope are worth ex- 
pressing, in view of the large educational task which confronts the 
economists in the period immediately ahead. 

It has been said that the purpose of formal education—certainly of 
higher education—is not to give people knowledge but to get them to 
think. This is a truism, with which I, of course, agree. But I would add: 
“Not only to think , but to read and observe.” Students and, still more, 
American adults read little that is not required or is not in picture or 
capsule form. Even among people doing economic research, it is a com- 
mon occurrence that they often display ignorance of what has been done 
sarlier on the subject. There may be a thrill in rediscovering independ- 
ently what could be learned by reading, but it does seem a waste of time. 
Without depreciating visual instruction —which has great merit in mass 
education-——I believe that it is sound counsel to urge upon all teachers 
of economics to insist upon wide reading, in the training both of gradu- 
ate and undergraduate students. It is through such insistence upon 
reading that even when confronted with such large numbers of students 
as we are, we may hope to be able to acquaint them with different 
points of view and in the process stimulate thinking on the subject. Such 
a method also has the advantage of keeping the professor on his toes, 
which is essential for effective teaching. 

Getting students to observe requires even greater skill on the part of 
the instructor. It is a method, however, of enlivening classroom dis- 
cussion, particularly if the observations are related to what is presented 
in the lectures, text, and readings. For graduate students it is most desir- 
able in connection with reports and theses. In many branches of eco- 
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nomics, field study seems to me well-nigh indispensable in the training 
of graduate students. If it can be guided so that the professor and the 
students work together on the same problems, an almost ideal relation- 
ship between teachers and students can be created. 

These suggestions, | know, add to the work required of teachers of 
economics, in “‘handling”’ the large numbers of students the near future 
will bring. But few other efforts can be so rewarding in personal satis- 
factions, influence exerted, and friendships formed. 

The increasing demands which teaching is making upon the academic 
economists operate to make incidental research more difficult. Even 
more they furnish an excuse to many for not attempting any original 
studies. On the other hand, far more funds from foundations and other 
sources are becoming available for research leaves for studies at home 
and abroad. Opportunities for temporary employment in government 
have not increased and many conditions continue to make government 
service unattractive. Employment by business with the idea of later 
returning to teaching offers increasing opportunitics, but is subject to 
the drawback that it is hard to give up the larger business salaries. All 
told, however, opportunities for full-time research are distinctly better 
than ever before. 

I am of the opinion that academic economists should go on research 
leaves when they have opportunity to do so and have a subject in which 
they are vitally interested and to the study of which it seems they can 
profitably devote a year or so. Generally, both the recipients of the 
grants and the institutions giving them a leave, will profit from such 
interruptions of academic teaching. But the recipients have a heavy 
obligation to complete the studies they undertake, in fairness to the don- 
ors and their own institutions, to say nothing about the harm they other- 
wise do to their reputations and to the profession. 

Besides full-time leaves for research, I strongly believe in the study of 
original problems by teachers of economics on a part-time basis and 
even without any time allowances—although these are desirable, By 
some, such research can profitably be directed toward the theoretical 
aspects of economics. More generally, I believe, it can best be devoted 
to questions of practical public policy and to studies of the historical, 
institutional, and factual background of economic problems. There are 
many more problems in this domain with which the part-time researcher 
can hope to deal successfully than in the theoretical field, 

There are serious difliculties which the would-be researcher must 
overcome. An obvious difficulty is that of finding the time for research, 
confronted, as are most economists, with overloaded teaching programs. 
There is also the problem that there are too few publication outlets for 
economic research, particularly on applied practical subjects. A very 
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serious handicap is the lack of appreciation in the profession and out- 
side of it of the economist whose research does not produce earth- 
shaking results. Even knowing where to begin is not simple. 

Suggestions which might prove helpful for economic research, par- 
ticularly on practical public-policy questions, include these: Public 
agencies might well consider “farming out” research on economic prob- 
lems to universities in the manner of the natural science agencies, far 
more than they are now doing. They also might prepare compendia on 
practical research subjects not urgently requiring immediate answers, 
with data on sources of information. Mature scholars could do the same 
and foundations profitably could aid them financially to make such re- 
ports. 

The important matter of giving credit for research to the academic 
people who do such work is, first and foremost, a matter of recognition 
within the profession. Economists, like all other people, appreciate most 
the good opinion of their fellows. Yet the economists seem to be 
much more given to knocking than to boosting each other. The theorists 
scoff at institutionalists and vice versa. Worse is the fact that even men 
in the same department generally know little about the research their 
colleagues are doing. One small step toward improvement might be 
to give all members of the department an opportunity, at least once a 
year, to talk to their colleagues about the research in which they are 
engaged. In smaller institutions, the traditional general economics 
seminar might well serve this purpose; in larger institutions, regular or 
special department meetings. The regional economics associations, I 
believe, have their greatest value in affording a forum to younger and 
less well-known scholars. This is also one of the values and justifications 
for the growing number of allied social science associations which sup- 
plement the American Economic Association. While their existence has 
the tendency to make the programs of the A.E.A. meetings more 
theoretical and to give most of the places to the limited number of econ- 
omists with reputations for original work in economic theory (most of 
whom are connected with a small number of large universities), the allied 
association affords opportunities to give recognition to the larger num- 
ber of economists who work in applied fields and on practical problems. 

Above all, I plead for tolerance among economists for differing points 
of view and varying fields of usefulness. Is it too much to expect or at 
least to hope that economists will adopt the attitude which prevails in 
the older professions? Lawyers, who put on a great show in battling each 
other in the court room and on the hustings, always speak of each 
other’s reputations in terms of praise and will insist that a lawyer should 
be selected for every position which even remotely may require some 
speaking acquaintance with the law. Doctors seldom will expose errors 
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of other members of the profession. Economists, in contrast, often with 
sadistic glee devote a large part of their efforts to tearing down the repu- 
tations of other economists. This reflects more than the relative new- 
ness of economics and the apologetic attitude many economists have 
because they are not certain that our discipline is either a science or a 
profession. Assuredly, it involves bad manners, which as individuals we 
should guard against. A word of approval for work well done is far more 
helpful than the most logical criticism, which overlooks human sensi- 
bilities. 

In the last analysis, research has its own rewards. There are few 
satisfactions as great as the sense of accomplishment which a scholar 
gets when he completes a well-done task. This is particularly true of 
research on public policy questions; for as Robert M. LaFollette, Sr. 
said, in an address at the University of Wisconsin, in the year I enrolled 
as a freshman, more than 50 years ago: “It is a glorious service, this 
service for country. Fach one should count it a patriotic duty to build at 
least a part of his life into the life of his country, to do his share in the 
making of America according to the plan of the fathers.” 

Concluding this old man’s counsel of advice, which makes no pretense 
at words of wisdom, I can do no better than to quote President Theodore 
Roosevelt’s statement exalting the doer of deeds: 

It is not the critic who counts; not the man who points out how the 
strong man stumbled, or where the doer of deeds could have done them 
better. The credit belongs to the man who is actually in the arena; 
whose face is marred by dust and sweat and blood; who strives vali- 
antly; who errs and comes up short again and again; who knows the 
great enthusiasms, the great devotions and spends himself in a worthy 
cause; who at the best knows in the end the triumphs of high achieve- 
ment; and who at the worst, if he fails, at least fails while daring 
greatly; so that his place shall never be with those cold and timid souls 
who know neither defeat nor victory." 


Quoted by President Franklin D. Roosevelt in his Madison Square Garden Address on the 
eve of the election of 1936. 


THE SIMPLE ANALYTICS OF WELFARE MAXIMIZATION 


By Francis M. Baror* 


It appears, curiously enough, that there is nowhere in the literature 
a complete and concise nonmathematical treatment of the problem of 
welfare maximization in its ‘new welfare economics” aspects. It is the 
purpose of this exposition to fill this gap for the simplest statical and 
stationary situation. 

Part I consists in a rigorous diagrammatic determination of the ‘‘best” 
configuration of inputs, outputs, and commodity distribution for a two- 
input, two-output, two-person situation, where furthermore all func- 
tions are of smooth curvature and where neoclassical generalized dimin- 
ishing returns obtain in all but one dimension —returns to scale are 
assumed constant. Part II identifies the “price-wage-rent”’ configura- 
tion embedded in the maximum problem which would ensure that de- 
centralized profit- and preference-maximizing behavior by atomistic 
competitors would sustain the maximum-welfare position. Part III 
explores the requirements on initial factor ownership if market-imputed 
(or “as if” market-imputed) income distribution is to be consistent with 
the commodity distribution required by the maximum-welfare solution. 
Part IV consists in brief comments on some technical ambiguities, e.g., 
the presumption that all tangencies are internal; also on a number of 
feasible (and not so feasible) extensions: more inputs, outputs and house- 
holds; elasticity in input supplies; joint and intermediate products; 
diminishing returns to scale; external interactions. The discussion is 
still stationary and neoclassical in spirit. Then, in Part V, the conse- 
quences of violating some of the neoclassical curvature assumptions are 
examined, Attention is given to the meaning, in a geometric context, 
of the “convexity” requirements of mathematical economics and to the 
significance of an important variety of nonconvexity—increasing re- 
turns to scale—for “real” market allocation, for Lange-Lerner type “as 
if’ market allocation, and for the solubility of a maximum-of-welfare 
problem. Finally, Part VI contains some brief remarks on possible dy- 
namical extensions. A note on the seminal literature concludes the 
paper.! 

* The author, a member of the senior staff of the Center for International Studies, Massachu 
setts Institute of Technology, is indebted to R. S. Eckaus and R. M. Solow for suggestive com- 
ment. 


' Anyone familiar with the modern literature will recognize my debt to the writings of Pro- 
fessor Samuelson. Reference is to be made, especially, to Chapter 8 of Foundations of Economic 
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I. Inputs, Outputs and Commodity Distribution 

Take, as given: 

(1) Two inelastically supplied, homogeneous and perfectly divisible 
inputs, labor-services (L) and land (D). This ‘Austrian’ assumption 
does violate the full generality of the neoclassical model; elasticity in 
input supplies would make simple diagrammatic treatment impossible. 

(2) Two production functions, A=F4(La, Da), N=F x(Ly, Dw), one 
for each of the two homogeneous goods: apples (A) and nuts (V). The 
functions are of smooth curvature, exhibit constant returns to scale and 
diminishing marginal rates of substitution along any isoquant (7.e., the 
isoquants are “convex” to the origin). 

(3) Two ordinal preference functions, Ux=fx(Ax, Nx) and 
Uy =f; (Ay, Ny) sets of smooth indifference curves convex to the origin 

one for X and one for Y. These reflect unambiguous and consistent 
preference orderings: for each of the two individuals (X and Y) of all 
conceivable combinations of own-consumption of apples and nuts. For 
convenience we adopt for each function an arbitrary numerical index, 
Uy and Uy, to identify the indifference curves. But the functions have 
no interpersonal implications whatever and for any one individual they 
only permit of statements to the effect that one situation is worse, 
indifferent or better than another. We do require consistency: if X pre 
fers situation @ to situation 6 and # to y, then he must prefer @ to 7; 
indifference curves must not cross. Also, satiation-type phenomena and 
Veblenesque or other “external” effects are ruled out. 

(4) A social welfare function, W=W(U x, Uy), that permits a unique 
preference-ordering of all possible states based only on the positions of 
both individuals in their own preference fields. It is this function that 
incorporates an ethical valuation of the relative ‘‘deservingness’’ of 
X and Y. 

The problem is to determine the maximum-welfare values of labor in- 
put into apples (1,4), labor input into nuts (Ly), land input into apples 
(D4), land input into nuts (Dy), of total production of apples (A) and 
nuts (.V), and, last, of the distribution of apples and nuts between X 
and Y (A v; Nx, A Y; Ny). 

A. From Endowments and Production Functions to the Production- 
Possibility Curve 
Construct an Edgeworth-Bowley box diagram, as in Figure 1, with 


horizontal and vertical dimensions just equal to the given supplies, re- 


Analysis (Cambridge, 1947); to “Evaluation of Real National Income,” Oxford Econ, Papers, 
Jan. 1950, II, 1-29; and to “Social Indifference Curves,” Quart. Jour. Econ., Feb. 1956, LXX, 
1-22. 
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spectively, of D and L , and plot the isoquants for apples with the south. 
west corner as origin and those for nuts with origin at the northeast 
corner. Every point in the box represents six variables, L4, Ly, Da, 
Dy, A, N. The problem of production efficiency consists in finding the 
locus of points where any increase in the production of apples implies 
a necessary reduction in the output of nuts (and vice versa). The dia- 
gram shows that locus to consist in the points of tangency between the 
nut and apple isoquants (FF). 
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From this efficiency locus we can read off the maximal obtainable 
combinations of apples and nuts and plot these in the output (AN) 
space. Given our curvature assumptions we get the smooth concave-to- 
the-origin Pareto-efficient production-possibility curve F’F’ of Figure 
2.2 This curve, a consolidation of FF in Figure 1, represents input- 
output configurations such that the marginal rate of substitution 
(MRS) of labor for land in the production of any given quantity of 
apples—-the absolute value of the slope of the apple isoquant—just 
equals the marginal rate of substitution of labor for land in the produc- 
tion of nuts.’ 

* This presumes, also, that the intrinsic factor intensities of A and N differ. If they did not, 
IF’ would be a straight line—a harmless special case. (See V-3-c below.) 

7 In marginal productivity terms, MRS, at any point, of labor for land in, e.g. apple produc- 


tion—the absolute value (drop all minus signs) of the slope of the apple isoquant (Figure 1) 
is equal to 


Physical Product of 
Marginal! Physical! Product of Labor 


in apple production at that point. In the symbolism of the calculus 
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The slope (again neglecting sign) at any point on the production- 
possibility curve of Figure 2, in turn, reflects the marginal rate of trans- 
formation (MRT) at that point of apples into nuts. It indicates pre- 
cisely how many nuts can be produced by transferring land and labor 
from apple to nut production (at the margin), with optimal reallocation 
of inputs in the production of both goods so as to maintain the MRS- 


Nuts 


Ficure 2 


equality requirement of Figure 1. It is the marginal nut-cost of an 
“extra” apple—or the reciprocal of the marginal apple-cost of nuts. 


B. From the Production-Possibility Curve to the Utility-Possibility 

Frontier 

Pick any point, 6, on the production-possibility curve of Figure 2: it 
denotes a specific quantity of apples and nuts. Construct an Edgeworth- 
Bowley (trading) box with these precise dimensions by dropping from 
6 lines parallel to the axes as in Figure 2. Then draw in X’s and Y’s in- 
difference maps, one with the southwest, the other with the northeast 
corner for origin. Every point in the box again fixes six variables: apples 
to X (Ax) and to Y (Ay), nuts to X (Nx) and to Y (Ny), and the 
“levels” of satisfaction of X and Y as measured by the ordinal indices 
Ux and Uy which characterize the position of the point with respect to 
the two preference fields. For example, at dX in Figure 2, Uy = 300, 
Uy=200. Note again, however, that this 200 is incommensurate with 
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the 300: it does not imply that at A X is in some sense better off than is 
Y (or indifferent, or worse off). 

The problem of “exchange-efficiency”’ consists in finding that locus 
of feasible points within the trading box where any increase in X’s 
satisfaction (Ux) implies a necessary reduction in the satisfaction of Y, 
(Uy). Feasible in what sense? In the sense that we just exhaust the fixed 
apple-nut totals as denoted by 6. Again, the locus turns out to consist 
of the points of tangency, SS, and for precisely the same analytical 
reasons. Only now it is the marginal subjective rate of substitution of 
nuts for apples in providing a fixed level of satisfaction for X—the 
absolute slope of X’s indifference curve—that is to be equated to the 
nut-apple MRS of Y, to the slope, that is, of Ais indifference curve. 

From this exchange-efficiency locus,‘ SS, which is associated with 
the single production point 6, we can now read off the maximal combina- 
tions of Uy and Uy obtainable from 6 and plot these in utility (UxUy) 
space (S’S’, Figure 3). Each such point 6 in output space “maps” into 
a line in utility space—-the U'yUy mix is sensitive to how the fixed totals 
of apples and nuts are distributed between X and Y.° 

There is a possible short-cut, however. Given our curvature assump- 
tions, we can trace out the grand utility-possibility frontier —the 
envelope by using an efficiency relationship to pick just one point 
from each trading box contract curve SS associated with every output 
point 6. Go back to Figure 2. The slope of the production-possibility 
curve at 6 has already been revealed as the marginal rate of transforma- 
tion, via production, of apples into nuts. The (equalized) slopes of the 
two sets of indifference contours along the exchange-efficiency curve SS, 
in turn, represent the marginal rates of substitution of nuts for apples 
for psychic indifference (the same for X as for Y). The grand criterion 
for efliciency is that it be impossible by any shift in production cum 
exchange to increase Uy without reducing Uy. Careful thought will 
suggest that this criterion is violated unless the marginal rate of trans- 
formation between apples and nuts as outputs—the slope at 6-—just 
equals the common marginal rate of substitution of apples and nuts, 
as consumption “inputs,” in providing psychic satisfaction. 


‘ This is Edgeworth’s contract curve, or what Boulding has aptly called the “conflict” curve 
—once on it, mutually advantageous trading is not possible and any move reflecting a gain to 
X implies a loss to Y. 

* Each point in utility space, in turn, maps into a line in output-space. Not just one but many 
possible apple-nut combinations can satisfy a specified Ux Uy requirement. It is this reciprocal 
point-line phenomenon that lies at the heart of Samuelson’s proof of the nonexistence of com- 
munity indifference curves such as would permit the derivation of demand curves for apples 
and nuts. The subjective “community” MRS between A and N for given fixed A and N, e.¢., 
at 4 in Figure 2, would surely depend on how the A and N are distributed, i.e., on which UxUy 
point on SS is chosen. Hence the slope of a “joint” XY indifference curve at 4 is not uniquely 


fixed by AN. (See citation [11] in bibliography.) 
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If, for example, at 6 one can get two apples by diverting resources 
and reducing nut-output by one, a point on SS where the (equalized) 
marginal rate of substitution of apples for nuts along indifference curves 
is, €.g., one to one, permits the following “arbitrage” operation. Shift 
land and labor so as to produce two more apples and one less nut. Then, 
leaving X undisturbed take away one nut from Y and replace it by one 
apple. By our assumption that MRS=1 both X and Y are left indif- 
ferent: Uy and Uy remain unaltered. But we have an extra apple left 
over; since this permits raising Uy and/or Uy, the initial situation was 
not on the U frontier.® 


\ 
B 


Ficure 3 


To be on the grand utility-possibility frontier (BB of Figure 3), then, 
MRT, must equal the (equalized) MRS of the indifference contours 
along the SS associated with 6. This requirement fixes the single UxUy 
point on SS that lies on the “envelope” utility-possibility frontier, 
given the output point 6. Pick that point on SS, in fact, where the joint 
slope of the indifference curves is exactly parallel to the slope at 6 of the 
production-possibility curve. In Figure 2 this point is at 6’, which gives 
the one “efficient” U yU/y combination associated with the AN mix de- 
noted by 6. This UxUy combination can then be plotted as 6’ in 
Figure 3.’ 

* The above argument can be made perfectly rigorous in terms of the infinitesimal move- 
ments of the differential calculus. 


? Never mind, here, about multiple optima. These could occur even with our special curva 
ture assumptions. If, for example, both sets of indifference curves show paths of equal MRS 
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Repetition of this process for each point on the production-possibility 
curve—note that each such point requires a new trading box—will yield 
the grand utility-possibility frontier of Pareto-efficient input-output 
combinations, BB, Each point of this frontier gives the maximum of 
U x for any given feasible level of Uy and vice versa. 


C. From the Utility-Possibility Frontier to the ‘Constrained Bliss Point” 


But BB, the grand utility-possibility function, is a curve and not a 
point. Even after eliminating all combinations of inputs and outputs 


Ux 


Ficure 4 


that are nonefficient in a Paretian sense, there remains a single- 
dimensional infinity of “efficient” combinations: one for every point on 
BB. To designate a single best configuration we must be given a Bergson- 
Samuelson social welfare function that denotes the ethic that is to 
“count” or whose implications we wish to study. Such a function—it 
could be yours, or mine, or Mossadegh’s, though his is likely to be non- 
transitive—is intrinsically ascientific.* There are no considerations of 


that coincide with straight lines from the origin and, further, if the two preference functions 
are so symmetrical as to give an SS, that hugs the diagonal of the trading box, then either ev- 
ery point on SS, will satisfy the MRS= MRT criterion, or none will. For discussion of these 
and related fine points see Parts IV and V. 

* Though it may provide the anthropologist or psychologist with interesting material for 
scientific study. 


| 
Uy We W, Ws 
We 
Ww 
= 
| 
Alt 


BATOR: WELFARE MAXIMIZATION 29 


economic efficiency that permit us to designate Crusoe’s function, which 
calls for many apples and nuts for Crusoe and just a few for Friday, as 
economically superior to Friday’s. Ultimate ethical valuations are in- 
volved. 

Once given such a welfare function, in the form of a family of indif- 
ference contours in utility space, as in Figure 4, the problem becomes 
fully determinate.’ ‘Welfare’ is at a maximum where the utility- 
possibility envelope frontier BB touches the highest contour of the 
W-function.’® In Figure 4, this occurs at Q. 

Note the unique quality of that point Q. It is the only point, of 
all the points on the utility frontier BB, that has unambiguous norma- 
tive or prescriptive significance. Pareto-efficient production and com- 
modity-distribution—being on F’F’ and also on BB—is a necessary 
condition for a maximum of our kind of welfare function, but is not a 
sufficient condition." The claim that any “efficient” point is better than 
“inefficient” configurations that lie inside BB is indefensible. It is true 
that given an “‘inefficient’”’ point, there will exist some point or points 
on BB that represent an improvement; but there may well be many 
points on BB that would be worse rather than better. For example, in 
terms of the ethic denoted by the specific W-function of Figure 4, 2 on 
BB is better than any other feasible point. But the efficient point & is 
distinctly inferior to any inefficient point on or northeast of W». If I 
am X, and if my W-function, which reflects the usual dose of self- 
interest, is the test, “efficient” BB points that give a high Uy anda 
very low Ux are clearly less desirable than lots of inefficient points of 
higher Uy.” 


* In the absence of implicit income redistribution these curves cannot be transposed into 
output-space. They are not community indifference curves which would permit the derivation 
of demand schedules. See fn. 5 and 12, also IV-3. 

‘© If there are several such points, never mind. If the “ethic” at hand is really indifferent, 
pick any one. If it doesn’t matter, it doesn’t matter. 

'' Note, however, that Pareto-efficiency is not even a necessary condition for a maximum of 
just any conceivable W-function. The form of our type function reflects a number of ethically 
loaded restrictions, e.g., that individuals’ preference functions are to “count,” and count posi- 
tively. 

'2 Note, however, that no consistency requirements link my set of indifference curves with 
“my” W-function. The former reflects a personal preference ordering based only on own-con 
sumption (and, in the more general case, own services supplied). The latter denotes also values 
which I hold as “citizen,” and these need not be consistent with maximizing my satisfaction 
“qua consumer.” X as citizen may prefer a state of less Ux and some Uy to more Uy and zero 
Uy. There is also an important analytical distinction. X’s preference function is conceptually 
“observable”: confronted by various relative price and income configurations his consumption 
responses will reveal its contours. His W-function, on the other hand, is not revealed by be- 
havior, unless he be dictator, subjected by “nature’’ to binding constraints. In a sense only a 
society, considered as exhibiting a political consensus, has a W-function subject to empirical 
inference (cf. IV-3). The distinction—it has a Rousseauvian flavor—while useful, is of course 
arbitrary. Try it for a masochist; a Puritan... . 
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D. From “Bliss Point” to “Best” Inputs, Outputs and Commodity- 
Distribution 
We can now retrace our steps. To 2 on BB in Figure 4, there corre- 
sponds just one point, 2’, on the production-possibility curve F’F’ in 
Figure 5. (We derived BB, point by point, from F’F’ of Figure 2: and 
the F’F’ of Figure 5 is copied from that of Figure 2.) 2’ fixes the output 
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mix: A and N. Then, by examining the trading-box contract curve 
SySq associated with 2’ of FF’, we can locate the one point where 
Ux and Uy correspond to the coordinates of @ in utility space. The 
equalized slope of the indifference curves will at that point, Q’’, just 
equal the slope of F’F’ at Q’. &”’ fixes the apple-nut distribution implied 
by the maximum of W: Ax, Ay, Nx, and Ny. Further, we can now 
locate the point 2’ on the Pareto-efficient input locus, FF of Figure 1, 
that corresponds to &’ of F’F’. It fixes the remaining variables, the 
factor allocations: L4, Da, Ly, and Dy. The maximum-welfare configura- 
tion is determinate. We have solved for the land and labor to be used in 


ya 
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apple and nut production, for the total output of apples and nuts, and 
for their distribution between X and Y. 


Il. Prices, Wages and Rents 


The above is antiseptically independent of institutional context, 
notably of competitive market institutions. It could constitute an in- 
tellectual exercise for the often invoked man from Mars, in how “best” 
to make do with given resources. Yet implicit in the logic of this purely 
“technocratic” formulation, embedded in the problem as it weré, is a 
set of constants which the economist will catch himself thinking of as 
prices. And wisely so. Because it happens—and this “duality” theorem 
is the kernel of modern welfare economics —that decentralized decisions 
in response to these “‘prices’”’ by, or “‘as if” by, atomistic profit and satis- 
faction maximizers will result in just that constellation of inputs, out- 
puts and commodity-distribution that our maximum of W requires. 

Can these constants—prices, wages, rents—be identified in our dia- 
grammatic representations?" Only partially so. Two-dimensionality is 
partly at fault, but, as we shall see, a final indeterminacy is implied by 
the usual curvature assumptions themselves." The diagrams will, how 
ever, take us part way, and a little algebra will do for the rest. 

The exercise consists in finding a set of four constants associated with 
the solution values of the maximum problem that have meaning as the 
price of apples (p,), the price of nuts (py), the wage rate of labor (ww), 
and the rental rate of land (r)." 

First, what can be said about w and r? Profit maximization by the 
individual producer implies that whatever output he may choose as 
most lucrative must be produced at a minimum total cost.’ The ele- 


8 Note that this statement is neutral with respect to (1) genuine profit maximizers acting in 
“real” but perfectly competitive markets; (2) Lange-Lerner-type bureaucrats (“take prices as 
given and maximize or Siberia”’); or (3) technicians using electronic machines and trying to de 
vise efficient computing routines 

“4 To avoid institutional overtones, the theory literature usually attempts verbal disembodi- 
ment and refers to them as shadow-prices. The mathematically oriented, in turn, like to think 
of them as Lagrangean multipliers. 

1% These very assumptions render this last indeterminacy, that of the absolute price level, 
wholly inconsequential. 

6 Since we are still assuming that all the functions have neoclassical curvature properties, 
hence that, e.g., the production-possibility curve, as derived, has to be concave to the origin, 
we can impose the strong condition on the constants that they exhibit optimality characteris 
tics for genuine, though perfect, markets. It will turn out, however, that two progressively 
weaker conditions are possible, which permit of some nonconvexities (¢.¢., increasing returns 
to scale), yet maintain for the constants some essentially price-like qualities. More on this in 


Part V. 


7 In our flow model, unencumbered by capital, this is equivalent to producing the chosen 
output with minimum expenditure on inputs. 
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mentary theory of the firm tells us that, for this condition to hold, the 
producer facing fixed input-prices—horizontal supply curves—must 
adjust his input mix until the marginal rate of substitution (MRS) of 
labor for land just equals the rent-to-wage ratio. It is easy to see the 
“arbitrage” possibilities if this condition is violated. If one can substi- 
tute one unit of L for two units of D,and maintain output constant, 
with w=$10 and r=$10, it surely reduces total cost to do so and keep 
doing so until any further reduction in D by one unit has to be matched, 
if output is not to fall, by adding no less than one unit of L. In the usual 
diagrammatic terms, then, the producer will cling to points of tangency 
between the isoquants and (iso-expenditure) lines whose absolute slope 
equals r/w 

Reversing the train of thought, the input blend denoted by the point 
’’’ in Figure 1 implies a shadow r/w ratio that just equals the MRS of 
labor for land in the production of both apples and nuts at that point 
Q’’’, MRSo- is given by the (equalized) slopes of the isoquants at Q’”’. 
The implicit r/w, therefore, must equal the slope of the line RW that is 
tangent to (both) the isoquants at 2’’".* 

‘The slope of RW identifies the rent: wage ratio implied by the maxi- 
mal configuration. Essentially analogous reasoning will establish the 
equalized slope of the indifference curves through Q”’, in Figure 5, as 
denoting the ps/py ratio implied by the solution. X, as also Y, to maxi 
mize his own satisfaction as measured by U,, must achieve whatever 
level of satisfaction his income will permit at a minimum expenditure. 
This requires that he choose an apple-nut mix such that the psychic 
marginal-rate-of- substitution between nuts and apples for indifference 
just equal pa/py. He, and Y, will pick 2” only if pa/pw is equal to the 
absolute slope of the tangent (P?4Py) at”. This slope, therefore, fixes 
the Q-value of pa/ pw. 

Note that this makes px/py equal to the slope also of the production- 
possibility curve /’F’ at Q’2° This is as it should be. If pa/py=10, 


i.e., if one apple is “worth” ten nuts on the market, it would be odd in- 


'® Avain, absolute values of these slopes are implied throughout the argument. Recall from 


footnote 3 that the labor-for-land MRS, the absolute slope of the isoquants at 2’ as given bv 
KO4/WOa, is equal to the 


Marginal Physical Product of Land E 
ratio. 
Marginal Physical Product of Labor 
Our shadow r/w, then, turns out to be just equal to that ratio. 
'% The price-ratio relates reciprocally to the axes: pa/py=PsO/PyOin Figure 5. Along, e.g., 
X’s indifference curve (Uy at 2’) a rise in pa/pw, i.¢., a steepening of P4Py, results in a sub- 
stitution by X of nuts for apples; ditto for Y. 


# Remember, in choosing the one point on SoSg that would lie on the envelope in utility 
space, we chose the point where the indifierence curve slopes just equaled the marginal rate of 
transformation (sce p. 27 above). 
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deed, in our frictionlessly efficient world of perfect knowledge, if the 
marginal rate of transformation of nuts into apples, via production, 
were different from ten-to-one. Producers would not in fact produce the 
apple-nut combination of if py» differed from MRT at 2’. 

We have identified the r/w and p4/py implied by the maximum of 
W. These two constancies provide two equations to solve for the four 
unknown prices. Unfortunately this is as far as the two-dimensional 
diagrammatics will take us. None of the diagrams permit easy identi- 
fication of the relationship between the input prices and the output 
prices. Yet such a relationship is surely implied. By the theory of the 
firm we know that the profit-maximizing producer facing a constant 
price for his product—the horizontal demand curve of the perfectly 
competitive firm—will expand output up to where his extra revenue for 
an additional unit of output, 7.e., the price, just equals the marginal cost 
of producing that output.” And marginal cost, in turn, is sensitive to 
rand w. 

It would be easy to show the implied price-wage or price-rent relation- 
ships by introducing marginal productivity notions. Profit maximiza 
tion requires that the quantity of each input hired be increased up to 
the point where its marginal physical product times the price of the 
extra. output, just equals the price of the added input. Since these 
marginal physical productivities are determinate curvature properties 
of the production functions, this rule provides a third relationship, one 
between an output price and an input price. 

Alternatively, given our assumption that production functions show 
constant returns to scale, we can make use of Euler’s “product exhaus- 
tion” theorem. Its economic content is that if constant returns to scale 
prevails, the total as-if-market-imputed income of the factors of produc- 
tion just “exhausts” the total value of the product. This means, simply, 
that wh+rD= psA+ pyN, and it provides a third relationship between 
w,r, pa and py for the Q-values of L, D, A and V.” 

At any rate, the maximal solution implies a third price-equation, 
hence we can express three of the prices in terms of the fourth. But 
what of the fourth? This is indeterminate, given’ the characteristics of 
the model. In a frictionless world of perfect certainty, where, for exam 
ple, nobody would think of holding such a thing as money, only relative 


* Never mind here the “total” requirement—that this price exceed unit cost if the real 
life profit-seeking producer is to produce at all. More on this in Part V 

® The condition also holds for each firm. In a competitive and constant-returns-to-scale 
world the profit-maximum position is one of zero profit: total revenue will just equal total cost 
It should be said, however, that use of the Euler theorem to gain a relationship between input 
price and output price involves a measure of sleight of hand. It is only as a consequence of the 
relationships between price and marginal productivity (cf. the preceding paragraph) that the 
theorem assures equality of income with value of product. 
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prices matter. The three equations establish the proportions among 
them implied by the maximum position, and the absolute values are of 
no import. If the ~4: pw:w:r proportions implied by Q are 20:15:50:75, 
profit and satisfaction maximizers will make the input-output-consump- 
tion decisions required for the maximum-of-W irrespective of whether 
the absolute levels of these prices happen to be just 20:15:50:75, or 
twice, or one-half, or 50 times this set of numbers. This is the implication 
of the fact that for the maximum problem only the various transforma- 
tion and substitution ratios matter. In all that follows we shall simply 
posit that nuts are established as the unit of account, hence that py=1. 
This then makes p,, w and r fully determinate constants.” 

Summarizing: we have identified diagrammatically two of the three 
shadow-price relationships implied by the solution to the welfare- 
maximum problem and have established, in a slightly more roundabout 
way, the existence of the third. The purpose was to demonstrate the 
existence, at least in our idealized neoclassical model, of a set of con- 
stants embedded in the “technocratic” maximum-of-welfare problem, 
that can be viewed as competitive market prices.* In what sense? In the 
sense that decentralized decisions in response to these constants, by, or 
“as if” by, atomistic profit and satisfaction maximizers will result in 
just that configuration of inputs, outputs and commodity-distribution 
that the maximum of our W requires. 


IIL. Factor Ownership and Income Distribution 


We have said nothing, so far, of how X and Y “pay” for their apples 
and nuts, or of who “owns” and supplies the labor and the land. As was 
indicated above, the assumption of constant returns to scale assures 
that at the maximum welfare position total income will equal total 
value of output, and that total revenue from the sale of apples (nuts) 
will just equal total expenditures for inputs by the producers of apples 
(nuts). Also, the “solution” implies definite “‘purchase’’ of apples and 
of nuts both by X and by Y. But nothing ensures that the initial 
“ownership” of labor-hours and of land is such that w times the labor- 
hours supplied by X, w/x, plus r times the land supplied by X, rDx— 
X’s income—will suffice to cover his purchases as required by 2”, 
t.c., paAx+ pwN x; similarly for Y. There does exist some Pareto-efficient 
solution of inputs, outputs and distribution that satisfies the “income 
=outgo” condition for both individuals for any arbitrary pattern of 
ownership of the “means of production’’—a solution, that is, that will 
place the system somewhere on the grand utility-possibility envelope 


% For the possibility of inessential indeterminacies, however, see Part IV-2. 


* On the existence of such a set of shadow prices in the kinky and flat-surfaced world of 
linear programming, see Part V, below. 
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frontier (BB in Figure 4). But only by the sheerest accident will that 
point on BB be better in terms of my W-function, or Thomas Jefferson’s, 
or that of a “political consensus,” than a multidimensional infinity of 
other points on or off BB. As emphasized above, only one point on BB 
can have ultimate normative, prescriptive significance: 2; and only 
some special ownership patterns of land and of labor-services will place 
a market system with an ‘“‘as imputed” distribution of income at that 


special point.” 

The above is of especial interest in evaluating the optimality charac- 
teristics of market institutions in an environment of private property 
ownership. But the problem is not irrelevant even where all nonhuman 
means of production are vested in the community, hence where the 
proceeds of nonwage income are distributed independently of marginal 
productivity, marginal-rate-of-substitution considerations. If labor- 
services are not absolutely homogeneous—if some people are brawny 
and dumb and others skinny and clever, not to speak of “educated” — 
income distribution will be sensitive to the initial endowment of these 
qualities of mind and body and skill relative to the need for them. And 
again, only a very low probability accident would give a configuration 
consistent with any particular W-function’s 2.” 

Even our homogeneous-labor world cannot entirely beg this issue. It 
is not enough to assume that producers are indifferent between an hour 
of X’s as against an hour of Y’s labor-services. It is also required that 
the total supply of labor-hours per accounting period be so divided be- 
tween X and Y as to split total wage payments in a particular way, 
depending on land ownership and on the income distribution called for 
by &. This may require that X supply, e.g., 75 per cent of total L; each 
man working 4Z hours may well not do.”! 

But all this is diversion. For our noninstitutional purposes it is suf- 
ficient to determine the particular Lx, Dx, Ly and Dy that are consistent 


% It is of course possible to break the link between factor ownership and “final” income dis 
tribution by means of interpersonal transfers. Moreover, if such transfers are effected by 
means of costless lump-sum devices—never mind how feasible—then it is possible, in concept, 
to attain the Q-implied distribution irrespective of market-imputations. But no decentralized 
price-market-type “game” can reveal the pattern of taxes and transfers that would maximize 
a particular W-function. “Central” calculation—implicit or explicit—is unavoidable 

* If slavery were the rule and I could sell the capitalized value of my expected lifetime serv 
ices, the distinction between ownership of labor and that of land would blur. Except in an 
“Austrian” world, however, it would not vanish. As long as men retain a measure of control 
over the quality and time-shape of their own services, there will always remain an incentive 
problem. 

7 All this is based on the “Austrian” assumption that labor is supplied inelastically; further, 
that such inelasticity is due not to external compulsion, but rather to sharp “‘corners”’ in the 
preference-fields of X and Y in relation to work-leisure choices. More than this, the W-func 
tion must not be sensitive to variations in the LyLy mix except as these influence income dis- 
tribution. 
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with &, given market-imputed, or “as if”? market-imputed, distribution. 
Unfortunately the diagrams used in Part I again fail, but the algebra is 
simple. It is required that: 


why + Dx = paAx + pnNx, 
and 


why + rDy paAy + 


for the already-solved-for maximal Q-values of Ax, Nx, Ay, Ny, Pa, pw, 
wand r. Together with Ly+Ly=L and Dx+Dy=D, we appear to have 
four equations to solve for the four unknowns: Lx, Ly, Dx and Dy. It 
turns out, however, that one of these is not independent. The sum of 
the first two, that lolal incomes equal lotal value of product, is implied 
by Euler’s theorem taken jointly with the marginal productivity con- 
ditions that give the solution for the eight variables, Ax, Nx, Ay,.. 
which are here taken as known. Hence, we have only three independent 
equations. This is as it should be. It means only that with our curvature 
assumptions we can, within limits, fix one of the four endowments more 
or less arbitrarily and still so allocate the rest as to satisfy the household 
budget equations. 

So much for the income-distribution aspects of the problem. These 
have relevance primarily for market-imputed income distribution; but 
such relevance does not depend on “private” ownership of nonlabor 
means of production. Note, incidentally, that only with the arbitrary 
“Austrian” assumption of fixed supplies of total inputs can one first 
solve “simultaneously” for inputs, outputs and commodity-distribution, 
and only subsequently superimpose on this solution the ownership and 
money-income distribution problem. If Lx, Dx, Ly, Dy, hence L and D 
were assumed sensitive to w, r, the p’s and household income levels, the 
dimensions of the production-box of Figure 1, hence the position of the 
production-possibility curve of Figures 2 and 5, etc., would interdepend 
with the final solution values of Lx, Dy, Ly and Dy. We would then 
have to solve the full problem as a set of simultaneous equations from 
the raw data: production functions, tastes (this time with an axis for 
leisure, or many axes for many differently irksome kinds of labor), and 
the W-function. Three (or more) dimensional diagrams would be needed 
for a geometrical solution. 


IV. Some Extensions 


We have demonstrated the solution of the maximum problem of 
modern welfare economics in context of the simplest statical and sta- 
tionary neoclassical model. Many generalizations and elaborations sug- 
gest themselves, even if one remains strictly neoclassical and restricts 
oneself to a steady-state situation where none of the data change and 
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no questions about “how the system gets there” are permitted to in- 
trude. To comment on just a few: 

1. The problem could well be solved for many households, many 
goods, and many factors: it has received complete and rigorous treat- 
ment in the literature. Of course the diagrammatics would not do; ele 
mentary calculus becomes essential. But the qualitative characteristics 
of the solution of the m by n by q case are precisely those of the 2 by 2 
by 2. The same marginal rate of transformation and substitution con- 
ditions characterize the solution, only now in many directions. Nothing 
new or surprising happens.”* 

2. The solution did skirt one set of difficulties that were not explicitly 
ruled out by assumption. We tacitly assumed that the two sets of iso 
quants would provide a smooth locus of “internal” tangencies, FF, in 
the production box of Figure 1; similarly, that we would get such an 
“internal” SS in the trading boxes of Figures 2 and 5. Nothing in our 


Ficure 6 


assumptions guarantees that this should be so. What if the locus of 
maximum A’s for given feasible N’s, should occur not at points of strict 
tangency inside the box, but at what the mathematician would call 
corner-tangencies along the edges of the box? Figure 6 illustrates this 
possibility. The maximum feasible output of A, for NV = 6000, occurs at 
a, where A =400; but at o the two isoquants are not strictly tangent 
(they touch but have different slopes). The economic meaning of this is 
simple. With endowments as indicated by the dimensions of the pro 
duction box in Figure 6, and with technology as denoted by the iso- 
quants, it is not possible to reallocate inputs until the MRS of labor for 


7* Rigorous general treatment of the mXnXq situation does highlight a number of analytical 
fine points that are of interest to the pure theorist, ¢.g., the difficulties encountered if the num 
ber of factors exceeds the number of goods. But the qualitative economics is the same. For a 
full treatment from a nonnormative point of view, see P. A. Samuelson, “Prices of Factors and 
Goods in General Equilibrium,” Rev. Econ. Stud., 1953-1954, X XI (1), No. 54, 1-20 
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land is the same in apple as in nut production. This is because apple 
technology (as depicted) is so land-using relative to nut production 
that the 
ratio 


marginal productivity of labor 


in apple production exceeds that in nut production even when, as at a, 
all land is devoted to apples. 

Space precludes further analysis of such corner-tangency phenomena. 
They reflect the possibility that the maximum-welfare solution may re- 
quire that not every input be used in producing every output (e.g., no 
land in nut production or no brain surgeons in coal mining), and may 
even render one of the inputs a “free good,” so that its total use will not 
add up to the total available supply. Let it suffice to assert that by 
formulating the maximum conditions, not in terms of equalities of 
various slopes, but rather in terms of inequalities; by explicit statement 
of the proper second-order “‘rate-of-change-of-slope” conditions; and 


by allowing inequalities in the factor-balance conditions (e.g., 
Lat+Lwy SL), such phenomena of bumping into the axes can be handled; 
further, that only inessential indeterminacies occur in the implied 
shadow-price configuration.”* 


2 All this can perhaps be made clearer by two examples. The essential requirement for A, 
to be at a maximum for N = 6000 is that the intersection at the boundary be as in Figure 6 
rather than as in Figure 7. In the latter, o’ gives a minimum of A for N 6000; the true maxi- 
mum is at a’. The distinction between a in 6 and a’ in 7 is between the relative rates of change 
of the two MRS’s. The price indeterminacy implied by the maximum, #.e., the fact that @ is 
consistent with an r/w that lies anywhere between the two isoquants, turns out to be inessen- 
tial. A second example concerns the theory of the firm. It has been argued that if the marginal 
cost curve has vertical gaps and the price-line hits one of these gaps, then the MC = p condition 
is indeterminate, hence that the theory is no good. As has been pointed out in the advanced 
literature (e.g., by R. L. Bishop, in “Cost Discontinuities ...” Am. Econ. Rev., Sept. 1948, 
XXXVIII, 607-17) this is incorrect: What is important is that at smaller than equilibrium 
output MC be less than price and at higher outputs MC exceed price. It is true, but quite 
harmless to the theory, that such a situation does leave a range of indeterminacy in the price 
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3. We stressed, above, the nonexistence of community indifference 
contours such as would provide a unique ranking, for the community as 
a whole, of various output combinations.*® Individual marginal rates of 
substitution between, e.g., apples and silk shirts, equalized along a 
trading-box contract curve to give a ‘‘community’”’ MRS, are likely to 
be sensitive to the distribution of income* between gourmets and dan- 
dies; accordingly, community MRS ata given point in commodity space, 
i.e., the slope of a curve of community indifference, will vary with move- 
ments along the associated utility-possibility curve. However, once the 
most desirable UxUy combination for a given package of A and N is 
fixed, MRS at that AN-point becomes determinate. It follows, as re- 
cently pointed out and proved by Samuelson,” that if the observed com- 
munity continuously redistributes “incomes” in utopian lump-sum 
fashion so as to maximize, in utility space, over the W-function implied 
by a political consensus, then there does exist, in output space, a de- 
terminate social indifference function which provides a ranking for the 
community as a whole of all conceivable output combinations. This 
function, which yields conventionally convex social indifference con- 
tours, can be treated as though a single mind were engaged in maxi- 
mizing it. Moreover, in concept and if granted the premise of con- 
tinuous redistribution, its contours are subject to empirical inference 
from observed price-market data. 

This existence theorem justifies the use of social indifference maps— 
maps “corrected” for distribution—in handling problems of production 
efficiency, international trade, etc.—-a substantial analytical conven- 
ience.™ More important, it provides a conceptual foundation, however 
abstract, for prescription based not on just any arbitrary ethic, but 
rather on the particular ethic revealed by a society as reflecting its own 
political consensus.“ 

4. It is useful, and in a mathematical treatment not difficult, to drop 
the “Austrian” assumption of inelastically supplied inputs, and intro- 


that will elicit that level of output. Such phenomena do change the mathematics of computa 
tion. Inequalities cannot in general be used to eliminate unknowns by simple substitution. On 
all this, see the literature of linear programming (e.¢., citations |10] and [13}). 


See fn. 5. 


In terms of abstract purchasing power. 

2 See citation [11]. 

# Note, however, that none of this eliminates the need for a W function: social indifference 
contours are a convex function of individual taste patterns of the usual ordinal variety taken 
jointly with an implicit or explicit W-function of ‘‘regular” content and curvature. Further, 
no ultimate superiority attaches to the W-function implied by a particular political consensus 
One may disapprove of the power relationships on which such consensus rests, ete 

4 Needless to say, feasibility is not here at issue. Even on this level of abstraction, however, 
matters become much more difficult once account is taken of the fact that the world is not 
stationary, 
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duce leisure-work choices.” The analytical effect is to sensitize the pro- 
duction-possibility curve to the psychic sensibilities—the preference 
functions—of individuals. Note that the empirical sense of doing so is 
not confined to an institutional or ethical context of nonimposed choice. 
A dictator, too, has to take account of such choices, if only because of 
feasibility limitations on coercion. 

5. We assumed away joint-product situations. This is convenient for 
manipulation but hardly essential; the results can be generalized to 
cover most kinds of jointness. It turns out, in fact, that in dynamical 
models with capital stocks, one means for taking account of the dura- 
bility of such stocks is to allow for joint products. A process requiring 
a hydraulic press “produces” both stamped metal parts and a ‘‘one- 
year-older” hydraulic press. 

6. In our system the distinction between inputs (Z, D) and outputs 
(A, N) could be taken for granted. But the distinction is clear only in 
a world of completely vertically-integrated producers, all hiring 
“primary” nonproduced inputs and producing “final” consumable 
goods and services. In a Leontief-like system that allows for inter- 
producer transactions and intermediate products, many outputs: 
electricity, steel, corn, beef, trucks, etc., are simultaneously inputs. It 
is of interest, and also feasible, to generalize the analysis to take account 
of, e.g., coal being used not only to heat houses, but to produce steel 
required in the production of mining machines designed for the produc- 
tion of coal. Moreover, none of the essential qualitative characteristics 
of our maximum problem is violated by such generalization.” 

7. What if instead of assuming that production functions show con- 
stant returns to scale, we permit diminishing returns to proportional 
expansion of inputs? This could be due either to inherent nonlinearities 
in the physics and topography of the universe, or to the existence of 
some unaccounted-for but significant input in limited, finite-elastic 
supply.” 


* If we assume only one commodity, say apples, and replace the second good by leisure (or 
by negative labor input); and if we let the second-good production function be a simple linear 
relation, our previous geometry will portray the simplest goods -leisure situation. 


* Analytically, this is done by designating all produced goods as X;, X2, Xa... . The gross 
production of, e.g., X1 has two kinds of uses: It is partly used up as an input in the production 
of Xy, Xa... and perhaps of X,; (the automobile industry is a major user of automobiles). 


What remains is available for household consumption. The production functions have X’s on 
the right- as well as the left-hand side. 

” If “output” varies as the surface area of some solid body and “input” as its cubic-volume, 
a doubling of input will less than double output—this is an example of the first kind. A typical 
example of the second is the instance where the production function for fishing does not include 
an axis for the “amount” of lake, hence where beyond a certain point doubling of man-hours, 
boats, etc. less than doubles the output. There is a slightly futile literature on whether the 
first kind could or could not exist without some element of the second. If every input is really 
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Diminishing returns to scale, as distinct from increasing returns, 
does not give rise to serious trouble, either for the analytical solubility 
of the system, or for the market-significance of the intrinsic price-wage- 
rent constants. It does introduce some ambiguities, however. For one 
thing, the ‘‘value” of output will exceed the total of market-imputed 
income. This makes intuitive sense in terms of the ‘‘unaccounted-scarce- 
factor” explanation of decreasing returns; the residual unimputed value 
of output reflects the income “due” the “hidden” factor. If that factor 
were treated explicitly and given an axis in the production-function 
diagram, returns would no longer diminish —since, on this view, the 
relative inexpansibility of that input gave rise to decreasing returns to 
scale to begin with—and the difficulty would vanish. 

In a market context, this suggests the explicit introduction of firms 
as distinct from industries. In our constant-returns-to-scale world the 
number of apple- or nut-producing firms could be assumed indeterminate, 
Every firm could be assumed able to produce any output up to Ag 
(or Ng) at constant unit cost. In fact, if we had a convenient way of 
handling incipient monopoly behavior, such as by positing frictionless 
entry of new firms, we could simply think of one giant firm as producing 
all the required apples (nuts). Such a firm would be compelled, never- 
theless, to behave as though it were an “atomistic”? competitor, i.e., 
prevented from exploiting the tilt in the demand curve, by incipient 
competitors ready instantaneously to jump into the fray at the slightest 
sign of profit. 

It is, however, natural, at least in a context of market institutions, 
to think of decreasing returns to scale, as associated with the qualita- 
tively and quantitatively scarce entrepreneurial entity that defines the 
firm but is not explicitly treated as an input. Then, as apple production 
expands, relatively less efficient entrepreneurs are pulled into production 

the total cost curve of the “last” producer and the associated shadow 
price of apples become progressively higher-—-and the intramarginal 
firms make “‘profits” due directly to the scarcity value of the entrepre 
neurial qualities of their “entrepreneurs.” The number of firms, their 
inputs and outputs, are determinate. The last firm just breaks even at 
the solution-value of the shadow-price.* 


doubled, so say the proponents of one view, output must double. The very vehemence of the 
assertion suggests the truth, to wit, that it is conceptually impossible to disprove it by refer 
ence to empirical evidence. Luckily, the distinction is not only arbitrary—it depends on what 
one puts on the axes of the production-function diagram and what is built into the curvature 
of the production surface; it is also quite unimportant. One can think of the phenomenon as 
one will—nothing will change. 

* The fact that the “hidden scarce factor” view is heuristically useful does not, however, 
stren;hen its pretension to status as a hypothesis about reali 

More precisely, the “next” firm in line could not break even. This takes care of discon- 


tinuity. 
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At any rate, no serious damage is done to the statical system by de- 
creasing returns to scale. When it is a matter of actually computing a 
maximum problem the loss of linearity is painful, but the trouble is in 
the mathematics.” 

8. There is one kind of complication that does vitiate the results. 
We have assumed throughout that there exists no direct interaction 
among producers, among households, and between producers and house- 
holds—-that there are no (nonpecuniary) external economies or dis- 
economies of production and consumption. The assumption is reflected 
in four characteristics of the production functions and the preference 
functions: 

a. The output of apples was assumed uniquely determined by the 
quantities of land and labor applied to apple production—A was as- 
sumed insensitive to the inputs and outputs of the nut industry; 
similarly for nuts. This voids the possibility that the apple production 
function might shift as a consequence of movements along the nut 
production function, 7.e., that for given D, and L4, A may vary with 
N, Lw and Dy. The stock example of such a “technological external 
economy” (or diseconomy) is the beekeeper whose honey output will 
increase, other things equal, if the neighboring apple producer expands 
his output (hence his apple blossom “supply”).“ The very pastoral 
quality of the example suggests that in a statical context such direct 
interaction among producers—interaction that is not reflected by prices 

is probably rare. To the extent that it does exist, it reflects some “‘hid- 
den” inputs or outputs (e.g., apple blossoms), the benefits or costs of 
which are not (easily) appropriated by market institutions. 

It should be emphasized that the assertion that such phenomena are 
empirically unimportant is defensible only if we rule out nonreversible 
dynamical phenomena. Once we introduce changes in knowledge, for 
example, or investment in changing the quality of the labor force via 
training, “external” effects become very important indeed.” But on our 


It should perhaps be repeated, however, that there remains considerable ambiguity about 
how the imbalance between income and outlay in decreasing-returns-to-scale situations is best 
treated in a general equilibrium setup. 

*' The other type of externality treated in the neoclassical literature, the type Jacob Viner 
labeled “pecuniary,” does not in itself affect the results. It consists in sensitivity of input prices 
to industry output, though not to the output of single firms. External pecuniary economies (as 
distinct from diseconomies) do, however, signal the existence of either technological external 
economies of the sort discussed here, or of internal economies among supplier firms. These 
last reflect increasing returns to scale along production functions—a most troublesome state 
discussed at length in Part V. 

@ The full “benefits” of most changes in “knowledge,” of most “ideas,” are not easily cap- 
tured by the originator, even with strong patent and copyright protection. If, then, the energy 


at 
| 
73 
| 
4 
“a4 
a % 
\ 
ve 
va 


BATOR: WELFARE MAXIMIZATION 43 


stratospheric level of abstraction such considerations are out of order. 

b. The “happiness” of X, as measured by Uy, was assumed uniquely 
determined by his own consumption of apples and nuts. He was per- 
mitted no sensitivity to his neighbor’s (Y’s) consumption, and vice 
versa. This rules out not only Veblenesque “keeping up with...” 
effects, but such phenomena as Y tossing in sleepless fury due to X’s 
“consumption” of midnight television shows; or X’s temperance sensi- 
bilities being outraged by Y’s quiet and solitary consumption of Scotch. 
Nobody with experience of a “neighborhood” will argue that such things 
are illusory, but it is not very fruitful to take account of them in a formal 
maximizing setup. 

c. X and Y were assumed insensitive, also, to the input-output con- 
figuration of producers, except as this affected consumption choices. 
Insensitivity to the allocation of their own working time is subsumed 
in the “Austrian” assumption, but more is required. Y’s wife must not 
be driven frantic by factory soot, nor X irritated by an “efficiently” 
located factory spoiling his view. 

d. There is still a fourth kind of externality: X’s satisfaction may be 
influenced not only by his own job, but by Y’s as well. Many values 
associated with job-satisfaction--status, power, and the like —are 
sensitive to one’s relative position, not only as consumer, but as supplier 
of one’s services in production. The “Austrian” assumption whereby 
Ux and Uy are functions only of consumption possibilities, voids this 
type of interaction also. 

Could direct interaction phenomena be introduced into a formal 
maximizing system, and if so, at what cost? As regards the analytical 
solubility of some maximum-of-W problem, there is no necessary reason 
why not. The mathematics of proving the existence or nonexistence of 
a “solution,” or of a unique and stable “solution,” or the task of devising 
a computational routine that will track down such a solution should one 
exist, may become unmanageable. But the problem need not be rendered 
meaningless by such phenomena. 

Unfortunately that is saying very little indeed, except on the level of 
metaphysics. Those qualities of the system that are of particular interest 
to the economist—-(i) that the solution implics a series of “efliciency 
and resources devoted to “creating new knowledge” are se:./\ive to private cost-benefit cal 
culation, some potential for social gain may well be lost because such calculation will not cor 
rectly account for cost and benefit to society at lary. A!l this is complicated by the peculiarity 
of “knowledge” as a scarce resource: unlike most other scarcities, just because there is more 
for you there is not necessarily less for me. As for training of tabor: the social benefit accrues 
over the lifetime services of the trainee; the private benefit to the producer accrues until the 
man quits to go to work for a competitor. 


“@ For an important exception, however, sec fn. 44 below. 
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conditions,” the Pareto marginal-rate-of-substitution conditions, which 
are necessary for the maximum of a wide variety of W-functions, and 
(ii) that there exists a correspondence between the optimal values 
of the variables and those generated by a system of (perfect) market 
institutions cum redistribution— those qualities are apt either to blur or 
vanish with “direct interaction.”’ Most varieties of such interaction 
destroy the “duality” of the system: the constants embedded in the 
maximum problem, if any, lose significance as prices, wages, rents. They 
will not correctly account for all the “costs” and “benefits” to which the 
welfare function in hand is sensitive.“ 

In general, then, most formal models rule out such phenomena. There 
is no doubt that by so doing they abstract from some important aspects 
of reality. But theorizing consists in just such abstraction; no theory 
attempts to exhaust all of reality. The question of what kinds of very 
real complications to introduce into a formal maximizing setup has 
answers only in terms of the strategy of theorizing or in terms of the 
requirements of particular and concrete problems. For many purposes 
it is useful and interesting to explore the implications of maximizing in 
a “world’”’ where no such direct interactions exist. 


V. Relaxing the Curvature Assumplions: Kinks and Nonconvexities 


None of the above qualifications and generalizations violate the 
fundamentally neoclassical character of the model. What happens if 
we relinquish some of the nice curvature properties of the func- 
tions? 

1. We required that the production functions and the indifference 
curves have well-defined and continuous curvatures——no sharp corners 
or kinks such as cause indeterminacy in marginal rates of substitution. 
Such smooth curvatures permit the use of the calculus, hence are 
mathematically convenient for larger than 2 by 2 by 2 models. They are, 
however, not essential to the economic content of the results. The 
analysis has been translated and in part independently re-invented 
for a world of flat-faced, sharp-cornered, production functions: Linear 
programming, more formally known as activity analysis, is the resulting 


“ It should not be concluded, however, that the different types of direct interaction are all 
equally damaging. All will spoil market performance, almost by definition; but some, at least, 
permit of formal maximizing treatment such as will yield efficiency conditions analogous to 
those of Part I—conditions that properly account for full social costs and benefits. So-called 


‘ 


public goods,” e.g., national defense, which give rise to direct interaction since by definition 
their consumption is joint—more for X means not less but more for Y—are an important ex- 
ample. Maximizing yields MRS conditions that bear intriguing correspondence to those which 
characterize ordinary private-good situations. But these very MRS conditions serve to reveal 
the failure of duality. (Samuelson’s is again the original and definitive treatment. See citation 
[12] ) 
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body of theory.® All the efficiency conditions have their counterparts in 
such a system, and the existence of implicit “prices” embedded in the 
maximum problem is, if anything, even more striking.” 

2. Easing of the neoclassical requirement that functions be smooth 
is not only painless; in the development of analytical economics it has 
resulted in exciting new insights. Unfortunately, however, the next step 
is very painful indeed. In our original assumptions we required that 
returns to scale for proportional expansion of inputs be constant (or at 
least nonincreasing) and that isoquants and indifference curves be “con 
vex to the origin.” These requirements guarantee a condition that the 
mathematicians call convexity. The violation of this condition, as by 
allowing increasing returns to scale in production —due, if you wish, to 
the inherent physics and topography of the universe or to lumpiness and 
indivisibilities—makes for serious difficulties. 

The essence of convexity, a concept that plays a crucial role in mathe 
matical economics, is rather simple. Take a single isoquant such as MM 
in Figure 8a. It denotes the minimum inputs of 1 and D for the produc 
tion of 100 apples, hence it is just the boundary of all technologically 
feasible input combinations that can produce 100 apples. Only points 
on MM are both feasible and technologically efficient, but any point 
within the shaded region is feasible: nobody can prevent me from 
wasting L or D. On the other hand, no point on the origin side of MM 
is feasible for an output of 100 apples: given the laws of physics, etc., 
it is impossible to do better. Mathematical convexity oblains if a straight 
line connecting any two feasible points does not anywhere pass outside thi 
set of feasible points. A little experimentation will show that such is the 
case in Figure 8a. In Figure 8b, however, where the isoquant is of 
“queer” curvature--MRS of L for D increases —the line connecting, 
e.g., the feasible points y and @ does pass outside the ‘feasible’? shaded 
area. Note, incidentally, that an isoquant of the linear programming 
variety, as in Figure &c, is “convex’’—-this is why the generalization of 
(1) above was painless.” 

What kind of trouble does nonconvexity create? In the case of con 
cave-to-the-origin isoquants, 7.¢e., nonconvex isoquants, the difficulty is 


* Tsoquants in such a setup consist of linearly additive combinations of processes, cach prot 
ess being defined as requiring absolutely fixed input and output proportions. This gives iso 
quants that look like that in Figure &c. 

# A little diagrammatic experimentation will show that the geometric techniques of Part I 
remain fully adequate. 

*7 It is important not to confuse mathematical convexity with curvature that appears “con 
vex to the.origin.” Mathematical convexity is a property of sets of points, and the set of fea 
ble output points bounded by a production-possibility curve, for instance, is convex if and on! 
if the production-possibility curve itself is “concave to the origin” (or a straight line). Test this 
by the rule which defines convexity. 
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easy to see. Look back at Figure 1 and imagine that the old nut- 
isoquants are really those of apple producers, hence oriented to the 
southwest, and vice versa for nuts. Examination of the diagram will 
show that the locus of tangencies, FF, is now a locus of minimum com- 
binations of A and V. Hence the rule that MRS’s be equalized will re- 
sult in input combinations that give a minimum of N for specified A. 

3. This is not the occasion for extensive analysis of convexity prob- 
lems. It might be useful, however, to examine one very important 
variety of nonconvexity: increasing returns to scale in production. Geo- 
metrically, increasing returns to scale is denoted by isoquants that are 
closer and closer together for outward movement along any ray from 


V 


Ficure 9 


“ A minimum, that is, subject to the requirement that no input be “wasted” from an engi- 
neering point of view, i.e., that each single producer be on the production function as given by 
the engineer. 
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the origin: to double output, you less than double the inputs. Note 
that the isoquants still bound convex sets in the LD plane (they are 
still as in Figure 8a). But in the third or output dimension of a two- 
input, one-output production surface, slices by vertical planes through 
the origin perpendicular to LD will cut the production surface in such 
a way as to give a boundary such as VV in Figure 9. It is evident that 
VV bounds a nonconvex set of feasible points, so the full three- 
dimensional set of feasible input-output points is not convex. 

The effect of such nonconvexity in input-output space can be classified 
with respect to its possible implications for (a) the slopes of producers’ 
average cost (AC) curves; (b) for the slopes of marginal cost (MC) 
curves; (c) for the curvature of the production-possibility curve. 
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a. Increasing returns to scale and AC curves. It is a necessary conse- 
quence of increasing returns to scale that at the maximal configuration 
of inputs, outputs and input prices, producers’ AC curves decline with 
increasing output. By the definition of increasing returns to scale at a 
given point 7 of a production function, successive isoquants in the 
neighborhood of 7 lie closer and closer together for movement “north 
east” along the ray from the origin through 7 (Z in Figure 10). As 
Figure 10 is drawn, the ray Z happens also to correspond to an expansion 
path for the particular r/w ratio denoted by the family of isocost 
lines R’W’: each R’W’ is tangent to an isoquant along Z. Given 
r/w=|tangent 6|, a profit-maximizing apple producer will calculate his 
minimum total cost for various levels of output from input-output 
points along Z. But along Z the equal cost R’W’ tangents in the 
neighborhood of r lie closer and closer together for increasing output, 
as do the isoquants. This implies that the increase in total cost for equal 
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successive increments in oucput declines. Ergo, the AC curve at 7 for 
r/w=j\tangent 6, must be falling. 

Suppose the expansion path for r/w=| tangent 6| happened not to 
correspond to the ray Z, but only to cross it at r. The intersection of 
t, with Z would not then mark the minimu:n-cost input-mix for an out- 
put of Ay, hence the increase in minimized total cost between A, and 
4A, would be even less than in Figure 10: the negative effect on AC 
would be reinforced. The point is, simply, that if for movement along 
a ray from the origin cost per unit of output declines, AC will decline 
even more should production at minimized total cost call for changes 
in the input-mix, 7.e., departure from the ray Z. 

What, then, if the maximum-of-W input-output combination re- 
quired of this particular producer is denoted by the point r? It has just 
been shown that AC at r is falling. A falling AC implies a marginal cost 
curve (MC) that lies below the average. But if 7 is the Q’’’-point, the 
shadow-p, will just equal MC of r. It follows that the maximum-of-W 
configuration requires pa < AC, 1.e., perpetual losses. Losses, however, 
are incompatible with real life (perfect) markets; hence where increasing 
returns to scale prevails correspondence between market-directed and 
W-maximizing allocation fails. In an institutional context where pro 
ducers go out of business if profits are negative, markets will not do.** 

Increasing returns to scale has also a “macro” consequence that is 
associated with p<AC. For constant returns to scale, we cited Euler’s 
theorem as assuring that total factor incomes will just equal total value 
of output. In increasing-returns-to-scale situations, total imputed factor 
incomes will exceed the total value of output: rD+wl> prsAt+pyN.” 

b. Increasing returns to scale and MC curves. Where nonconvexity of 
the increasing-returns-to-scale variety results in falling AC curves, real- 
life (perfect) markets will fail. What of a Lange-Lerner socialist bur- 
eaucracy, where each civil-servant plant-manager is instructed to 
maximize his algebraic profits in terms of centrally quoted ‘‘shadow” 
prices regardless of losses? Will such a system find itself at the maximum- 
of-W configuration? 

It may or may not. If AC is to fall, MC must lie below AC, but at 
the requisite 2-output, 4/C’s may nevertheless be rising, as for example 
at ¢€ in Figure 11. If so, a Lange-Lerner bureaucracy making input and 
output decisions as atomistic “‘profit-maximizing’’ competitors but ig- 
noring losses will make the “right” decisions, 1.e., will “place” the sys- 

* Needless to say, comments on market effectiveness, throughout this paper, bear only on 


the analogue-computer aspects of price-market systems. This is a little like talking about sex 
less men, yet it is surely of interest to examine such systems viewed as mechanisms pure and 


simple. 
* The calculus-trained reader can test this for, say, a Cobb-Douglas type function: 
A=L,4"D4’, with (a+-8)>1 to give increasing returns to scale. 
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tem at the maximum-of-W. Each manager equating his marginal cost 
to the centrally quoted shadow price given out by the maximum-of-W 
solution, will produce precisely the output required by the Q-configura- 
tion. By the assumption of falling AC’s due to increasing returns to 
scale either one or both industries will show losses, but these are irrele- 
vant to optimal allocation.” 

What if for a maximum-of-W producers are required to produce at 
points such as e’, where p= MC but MC is declining? The fact that 
e’ shows AC>MC=p, hence losses, has been dealt with above. But 
more is involved. By the assumption of a falling MC-curve, the horizon- 

AC. 
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tal price line at e’ cuts the MC curve from below, hence profit at e’ is not 
only negative: it is at a minimum. A “real-life” profit maximizer would 
certainly not remain there: he would be losing money by the minute. 
But neither would a Lange-Lerner bureaucrat under instruction to 
maximize algebraic profits. He would try to increase his output: 
“extra” revenue (p,4) would exceed his MC by more and more for every 
additional apple produced. In this case, then, not only would real life 
markets break down; so would simple-minded decentralized maximizing 
of profits by socialist civil servants.” 

Paradoxically enough, the correct rule for all industries whose MC is 

*! There is an ambiguity of language in the above formulation. If at the maximum of W 
configuration losses prevail, the maximum profit position “in the large’”’ will be not at p= MC 
but at zero output. Strictly speaking, a Lange-Lerner bureaucracy must be instructed to 
equate marginal cost to price or profit-maximize “in the small” without regard to the absolute 
value of profit. “Make any continuous sequence of small moves that increase algebraic profits, 
but do not jump to the origin.” It is precisely the ruling-out of the zero-output position, unle: 
called for by MC>p everywhere, that distinguishes Lange-Lerner systems from “real-life’’ 
perfect markets, both viewed as “analogue computers.” 

“@ This would necessarily be the case, for instance, with Cobb-Douglas type increasing re 
turns-to-scale functions. Such functions imply ever-falling A/C curves, for whatever r/w ratio 

* Note that a falling MC curve is simply a reflection of nonconvexity in the total cost curve. 
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falling at the &-point is: “minimize your algebraic profits.” But no such 
rule can save the decentralized character of the Lange-Lerner scheme. 
In a “convex’’ world the simple injunction to maximize profits in re- 
sponse to centrally quoted prices, together with raising (lowering) of 
prices by the responsible “Ministries” according to whether supply 
falls short of (exceeds) demand, is all that is needed.“ Nobody has to 
know ex ante, e.g., the prices associated with the &@-point. In fact the 
scheme was devised in part as a counter to the view that efficient alloca- 
tion in a collectivized economy is impossible due simply to the sheer 
administrative burden of calculation. With increasing returns to scale, 
however, the central authority must evidently know where MC’s will 
be falling, where rising: it must know, before issuing any instructions, 
all about the solution. 

c. Increasing returns lo scale and the production-possibility curve. 
What is left of “duality”? Real-life markets and unsophisticated Lange- 
Lerner systems have both failed. Yet it is entirely possible, even in 
situations where the &-constellation implies AC >MC with declining 
MC, that the maximizing procedure of Part I remains inviolate, and 
that the constants embedded in the maximum problem retain their 
price-like significance. To see this we must examine the effect of in- 
creasing returns to scale on the production-possibility curve. There are 
two possible Cases: 

i. It is possible for both the apple and the nut production functions 
to exhibit increasing returns to scale, yet for the implied production- 
possibility curve to be concave to the origin, t.e., mathematically con- 
vex (as in Figure 2). While a proportional expansion of 14 and D4 by 
a factor of two would more than double apple output, an increase in A 
at the expense of N will, in general, not take place by means of such 
proportional expansion of inputs. Examination of FF in Figure 1 makes 
this clear for the constant-returns-to-scale case. As we move from any 
initial point on FF toward more A and less NV, the L4/D4 and Ly/Dw 
proportions change.” 

The point is that if, as in Figure 1, land is important relative to labor 
in producing apples, and vice versa for nuts, expansion of apple produc- 
tion will resuit in apple producers having to use more and more of the 
relatively nut-prone input, labor, in proportion to land. Input propor- 
tions in apple production become less “favorable.” The opposite is true 
of the input proportions used in nuts as nut production declines. This 


* Not quite all. Even in a statical context, the lump-sum income transfers called for by Q 
require central calculation. And if adjustment paths are explicitly considered, complex ques 
tions about the stability of equilibrium arise. (2.g., will excess demand always be corrected by 
raising price?) 

% Only if FF should coincide with the diagonal of the box will proportions not change. Then 
increasing returns to scale would necessarily imply an inward-bending production-possibility 
curve 
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phenomenon explains why with constant returns to scale in both 
functions the production-possibility curve shows concave-to-the-origin 
curvature. Only if FF in Figure 1 coincides with the diagonal: 7.c., if 
the intrinsic “usefulness” of and D is the same in apple production as 
in nut production, will #’F’ for constant returns to scale be a straight 
line. 

The above argument by proportions remains valid if we now intro 
duce a little increasing returns to scale in both functions by “tele- 
scoping” each isoquant successively farther towards the origin. In fact, 
as long as the FF curve has shape and curvature as in Figure 1, the 
production-possibility curve, F’F’ in Figures 2 and 5, will retain its 
convexity. 

In this ‘‘mild”’ case of increasing returns to scale, with a still convex 
production-possibility curve, the previous maximizing rules give the 
correct result for a maximum-of-W. Further, the constants embedded 
in the maximum problem retain their meaning. This is true in two 
senses: (1) They still reflect marginal rates of substitution and trans 
formation. Any package of L, D, A and N worth $1 will, at the margin, 
be just convertible by production and exchange into any other package 
worth $1, no more, no less: a dollar is a dollar is a dollar. . . . (2) The 
total value of maximum-welfare “national” output: p44 + valued 
at these shadow-price constants, will itself be at a maximum. A glance 
at Figure 5 makes this clear: at the price-ratio denoted by the line 
P’,P’y, 2 is the point of highest output-value. As we shall sec, this cor 
respondence between the maximum welfare and “maximum national 
product” solutions is an accident of convexity. 

ii. It is of course entirely. possible that both production functions 
exhibit sufficiently increasing returns to scale to give, for specified 
totals of L and D, a production-possibility curve such as F’’F’’ in 
Figure 12.” This exhibits nonconvexity in output space. What now 
happens to the results? 

If the curvature of F’’F”’ is not “too sharp,” the constants given out 
by the maximum-of-W problem retain their ‘‘dollar is a dollar” meaning. 
They still reflect marginal rates of substitution in all directions. But 
maximum W is no longer associated with maximum shadow-value of 
output. A glance at Figure 12 confirms our geometric intuition that in 
situations of nonconvex production possibilities the bliss point coincides 
with a minimized value-of-output. At the prices implied, as denoted by 
|tan y|, the assumed -point p is a point of minimum p44 + pyN.™ 


% For the infinitesimal movements of the calculus. 


8? Try two functions which are not too dissimilar in “factor intensity.” 

For pa/pw=| tangent ¥\, (psA+pwN) is at its maximum at the intersection of FF’ 
with the A-axis. Recall, incidentally, that in situations of falling M/C producers were required 
to minimize profits. 
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But with nonconvexity in output space, matters could get much more 
complicated. If the production-possibility curve is sharply concave out- 
ward, relative to the indifference curves, it may be that the “minimize 
profits” rule would badly mislead, even if both industries show de- 
clining MC’s. Take a one-person situation such as in Figure 13. The 
production-possibility curve F’’’F’”’ is more inward-bending than the 
indifference curves (U), and the point of tangency A is a point of 


N 
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minimum satisfaction. Here, unlike above, you should rush away from 
A. The maximum welfare position is at A’—a “corner tangency’’ is 
involved. The point is that in nonconvex situations relative curvatures 
are crucial; tangency points may as well be minima as maxima.” 


* Recall that in our discussion of Part IV corner-tangencies were important in situations 
where no feasible internal tangencies existed. Here there exist perfectly good and feasible in- 
ternal tangencies—-but they are loci of minima rather than maxima. The second-order condi 
tions, expressed as inequalities, constitute the crucial test of optimal allocation 

It is tempting, but a mistake, to think that there is a unique correspondence between the 
curvature of the production-possibility curve, and the relative slopes of the nut and apple 
MC curves. It is true that the [MC4/MCy] ratio associated with a point such as &’ in Figure 
5 must be smaller than [41C4/MCyw] at any point of more A and less N on F’F’ (e.g., 6): the 
absolute slope of F’F’ has Been shown to equal pA/py= [ WC4/MCw |, and at 2 the slope is 
less steep than at 4. It is also true that along a nonconvex production-possibility curve, such 
as that of Figure 12, an increase in A and a decrease in N are associated with a decline in 
[ MC4/MCy |. But it does not follow, ¢.g., in the first case of Figure 5, that at Q’ 1fC4 must be 
rising for an increase in A sufficiently to offset a possibly falling MCy. (Remember, in moving 
from & to 6 we move to the right along the A-axis but to the left along the N-axis.) For any 
departure from & will, in general, involve a change in input shadow-prices, hence s/ifts in the 
MC curves, while the slopes of the curves at 0 were derived from a total cost curve calculated 
on the basis of the given, constant, Q-values of w and r. The point is that cost curves are par 
tial equilibrium creatures, evaluated at fixed prices, while movement along a production-possi- 
bility curve involves a general-equilibrium adjustment that will change input prices. Hence 
it is entirely possible that at say Q’, in Figure 5, both MCy and MC, are falling, though F’?” is 
convex. 
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So much for nonconvexity. In its mildest form, if isoquants and in- 
difference curves retain their normal curvature and only returns to 
scale “increase,” nonconvexity need not violate the qualitative charac- 
teristics of the maximum-of-W problem. The marginal-rate-of-substitu 
tion conditions may well retain their validity, and the solution still 
could give out a set of shadow prices, decentralized responses to which 
result in the maximal configuration of inputs, outputs and commodity 
distribution. But certain nonmarginal total conditions for effective real- 
life market functioning, e.g., that all producers have at least to break 


N 
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even, are necessarily violated. The shortcoming is in market institutions: 
the maximum-of-W solution requires such “losses.” The important 
moral is that where increasing returns to scale obtains, an idealized 
price system is not an effective way to raise money to cover costs. It 
may, however, still be an effective device for the rationing of scarcities.”° 


VI. Dynamics 
We have examined in some detail what conditions on the allocation 
and distribution of inputs and outputs can be derived from the maximi- 
zation of a social welfare function which obeys certain restrictions.“ We 


* No mention has been made of the case that is perhaps most interesting from an institu 
tional point of view: production functions that show increasing returns to scale initially, 
then decreasing returns as output expands further. No profit-secking firm will produce in the 
first stage, where AC is falling, and Ag and Ng may only require one or a few firms producing 
in the second stage. If so, the institutional conditions for perfect competition, very many firms, 
will not exist. One or a few firms of “efficient” scale wil] exhaust the market. This phenomenon 
lies at the heart of the monopoly-oligopoly problem. 


1 See fn. 11. 
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have done so, however, using a statical mode of analysis and have 
ignored all the “dynamical” aspects of the problem. To charge that 
such statical treatment is “unrealistic” is to miss, I think, the essential 
meaning and uses of theorizing. It is true, however, that such treatment 
buries many interesting problems—problems, moreover, some of which 
yield illuminating insight when subjected to rigorous analysis. Full 
dynamical extension is not possible here, but some indication of the 
directions which such extension might take is perhaps warranted: 

1. ‘The perceptive reader will have noticed that very little was said 
about the dimensions of A, N, La, Da, Ly, and Dy. The static theory of 
production treats outputs and inputs as instantaneous time rates, 
“flows’’—apples per day, labor-hours per week, etc. This ignores the 
clementary fact that in most production processes outputs and the 
associated inputs, and the various inputs themselves, are not simultane- 
ous. Coffee plants take five years to grow, ten-year-old brandy has to 
age ten years, inputs in automobile manufacture have to follow a cer- 
tain sequence, it takes time to build a power station and a refinery (no 
matter how abundantly “labor and land” are applied). One dynamical 
refinement of the analysis, then, consists in “dating” the inputs and 
resultant outputs of the production functions, relative to each other. 
In some instances only the ordinal sequence is of interest; in others, 
absolute elapsed time, too, matters—plaster has to dry seven days be- 
fore the first coat of paint is applied. 

2. Another characteristic of production, on this planet at least, is 
that service flows are generated by stocks of physical things which yield 
their services only through time. Turret-lathe operations can be 
generated only by turret-lathes and these have congealed in them 
service flows which cannot be exhausted instantaneously but only over 
time. In a descriptive sense, a turret-lathe’s services of today are “‘joint”’ 
and indivisible from some turret-lathe’s services of tomorrow. Strictly 
speaking, this is true of most service flows. But some things, like food, 
or coal for heating, or gasoline, exhaust their services much faster than, 
e.g., steamrollers, drill presses, buildings, etc. The stock dimension of 
the former can be ignored in many problems; this is not true of the latter 
set of things, which are usually labeled as fixed capital.” A second 
dynamical extension, then, consists in introducing stock-flow relation- 
ships into the production functions. 

3. Lags and stock-flow relations are implied also by the goods-in- 
process phenomenon. Production takes place over space, and transport 


® Much depends on arbitrary or special institutional assumptions about how much optimi-. 
zation we leave in the background for the “engineer.” For example, machines of widely vary 
ing design could very likely yield a given kind of service. “A lathe is not a lathe is... .” 
Further, no law of nature precludes the rather speedy using-up of a lathe—by using it, ¢.g., 
as scrap metal. In some situations it could even be economic to do so. 
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takes time, hence seed cannot be produced at the instant at which it is 
planted, nor cylinder heads the moment they are required on the as- 
sembly line. They have to be in existence for some finite time before 
they are used. 

4. One of the crucial intertemporal interrelations in allocation and dis- 
tribution in a world where stocks matter and where production takes 
time, is due to the unpleasant (or pleasant) fact that the inputs of any 
instant are not manna from heaven. Their supply depends on past out- 
put decisions. Next year’s production possibilities will depend, in part, 
on the supply of machine tools; this, in turn, partly depends on the re- 
sources devoted this year to the construction of new machine tools. 
This is the problem of investment. From today’s point of view invest- 
ment concerns choice of outputs; but choice of what kinds and amounts 
of machines to build, plants to construct, etc., today, makes sense only 
in terms of the input-uses of these things tomorrow. Input endowments, 
L and D, become unknowns as well as data. 

5. Tomorrow’s input availabilities are also affected by how inputs 
are used today. The nature and intensity of use to which machines are 
subjected, the way in which soil is used, oil wells operated, the rate at 
which inventories are run down, etc., partly determine what will be left 
tomorrow. This is the problem of physical capital consumption, wear 
and tear, etc.—the problem of what to subtract from gross investment 
to get ‘‘net” capital formation, hence the net change in input supplies. 

How do these five dynamical phenomena fit into the maximum-of- 
welfare problem? Recall that our W-function was assumed sensitive to, 
and only to, X’s and Y’s consumption. Nothing was said, however, 
about the timing of such consumption. Surely not only consumption of 
this instant matters. In a dynamic context, meaningful welfare and 
preference functions have to provide a ranking not only with respect to 
all possible current consumption mixes but also for future time. They 
must provide some means for weighing apples next week against nuts 
and apples today. Such functions will date each unit of A and N, and 
the choice to be made will be between alternative time-paths of con- 
sumption.” 

Given such a context, the above five dynamical phenomena are 
amenable to a formal maximizing treatment entirely akin to that of 
Parts I, If and III. They are, with one qualification,’ consistent with 


® Note how little weight is likely to be given to current consumption relative to future 
consumption if we pick short unit-periods. This year certainly matters, but what of this 
afternoon versus all future, or this second? Yet what of the man who knows he’|! die tomorrow? 
Note also the intrinsic philosophical dilemmas: ¢.g., is John Jones today the “same’’ person he 
was yesterday? 


* Capital is characterized not only by the fact of durability, but also by lumpiness or indi 
visibility “in scale.”” Such lumpiness results in nonconvexity, hence causes serious analytical 
troubles, 
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the convexity assumptions required for solubility and duality. ‘The re- 
sults, which are the fruit of some very recent and pathbreaking work 
by R. M. Solow and P. A. Samuelson (soon to be published), define 
intertemporal production efficiency in terms of time-paths along which 
no increase in the consumption of any good of any period is possible 
without a decrease in some other consumption. Such paths are charac- 
terized by the superimposition, on top of the statical, one-period or 
instantaneous efficiency conditions, of certain intertemporal marginal- 
rate-of-substitution requirements. But the statical efficiency require- 
ments retain their validity: for full-fledged dynamical Pareto-efficiency 
it is necessary that at any moment in time the system be on its one- 
period efficiency frontier.” 

Incidentally, the geometric techniques of Part I are fully adequate to 
the task of handling a Solow-Samuelson dynamical setup for a 2 by 2 
by 2 world. Only now the dimensions of the production box and hence 
the position of the production-possibility curve will keep shifting, and 
the solution gives values not only for inputs, outputs and prices but also 
for their period-to-period changes. 

There are many dynamical phenomena less prone to analysis by a 
formal maximizing system than the five listed above. The qualitative 
and quantitative supply of labor-input in the future is influenced by the 
current use made of the services of people.” There are, also, important 
intertemporal interdependences relating to the fact of space—space 
matters because it takes time and resources to span it. Moreover, we 
have not even mentioned the really “difficult” phenomena of “grand 
dynamics.” Production functions, preference functions, and even my or 
your welfare function shift over time. Such shifts are compounded by 
what in a sense is the central problem of nonstationary dynamics: the 
intrinsic uncertainty that attaches to the notion of future.” Last, the 
very boundaries of economics, as of any discipline, are intrinsically arbi- 
trary. Allocation and distribution interact in countless ways with the 
politics and sociology of a society ... “everything depends on every- 
thing.”” But we are way beyond simple analytics. 


A HistoricaAL NOTE ON THE LITERATURE 


Note: Yor a short but substantive history of the development of thought in this field, the 
reader is referred to Samuelson’s synthesis (nonmathematical), pp. 203-19 of Foundations [1]. 


*% For possible exception to this, due to sensitivity of the volume of saving, hence of invest- 
ment, to “as imputed” income distribution, cf. my “On Capital Productivity, Input Alloca- 
tion and Growth,” Quart. Jour. Econ., Feb. 1957, LX XI, 86-106. 

® Although labor is in many respects analytically akin to other kinds of physical capital— 
resources can and need be invested to expand the stock of engineers, as to expand that of cows 
and machines. Machines, however, are not subject to certain costless “learning”’ effects. 

$7 While formal welfare theory becomes very silent when uncertainty intrudes, much of eco- 
nomic analysis—e.g., monetary theory, trade fluctuations—-would have little meaning except 
for the fact of uncertainty. 


3 

4 
; 

3 

a 


BATOR: WELFARE MAXIMIZATION 57 
See also Bergson, “Socialist Economics,” Survey of Contemporary Economics, Vol. I [2| and 
Boulding, ‘Welfare Economics,” Survey, Vol. I [3]. 


The foundations of modern welfare theory are well embedded in the soil 
of classical economics, and the structure, too, bears the imprint of the line 
of thought represented by Smith, Ricardo, Mill, and Marshall. But in class- 
ical writing prescription and analysis are inseparably intertwined, the un- 
derlying philosophy is unabashedly utilitarian, and the central normative 
concern is with the efficacy of market institutions. In contrast, the develop- 
ment of modern welfare economics can best be understood as an attempt to 
sort out ethics from science, and allocative efficiency from particular modes 
of social organization. 

The classical tradition reached its culmination in Professor Pigou’s 
Wealth and Welfare [4]. Pigou, the last of the great premoderns was also, 
as witness the Economics of Welfare [5], among the first of the moderns. But 
he was not the first. Vilfredo Pareto, writing during the first years of the 
century, has a pre-eminent claim [6]. It is his work, and Enrico Barone's 
after him [7}—with their focus on the analytical implications of maximiza- 
tion -that constitute the foundations of the modern structure. Many 
writers contributed to the construction, but A. P. Lerner, Abram Bergson, 
and Paul Samuelson come especially to mind [8]. Bergson, in particular, in 
a single article in 1938, was the first to make us see the structure whole. 
More recently, Kenneth Arrow has explored the logical underpinnings of 
the notion of a social welfare function in relation to social choice [9]; T. C. 
Koopmans, Gerard Debreu and others have tested more complicated 
systems for duality [10]; Samuelson has developed a meaningful species of 
social indifference function [11] and derived efficiency conditions for “public 
goods”’ [12]; and Robert Solow and Samuelson, in work soon to be published, 
have provided a dynamical extension [13, 14]. 

There is, also, an important modern literature devoted to the possible 
uses of the structure of analysis for policy prescription. Three separate sets 
of writings are more or less distinguishable. There was first, in the ’twenties 
and ’thirties, a prolonged controversy on markets versus government. 
L. von Mises[15] and later F. A. Hayek [16] were the principal proponents of 
unadulterated Jatssez faire, while H. D. Dickinson, Oscar Lange, Lerner 
and Maurice Dobb stand out on the other side [17]. The decentralized social- 
ist pricing idea, originally suggested by Barone and later by F. M. Taylor, 
was elaborated by Lange to counter the Mises view that efficient allocation 
is impossible in a collectivized &conomy due simply to the sheer scale of 
the administrative burden of ¢alculation and control. 

Second, in the late 1930's, Nicholas Kaldor [18] and J. R. Hicks [19] took 
up Lionel Robbins’ [20] challenge to economists not to mix ethics and 
science and suggested a seties of tests for choosing some input-output con- 
figurations over others independently of value.** Tibor Scitovsky pointed 
out an important asymmetry in the Kaldor-Hicks test [21] and Samuelson 
in the end demonstrated that a ‘“‘welfare-function” denoting an ethic was 


68 The Hicks-Kaldor line of thought has some ties to an earlier literature by Marshall, Pigou, 
Fisher, etc., on “what is income.” 
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needed after all [22]. I. M. D. Little tried, but I think failed, to shake this 
conclusion [23]. The Pareto conditions are necessary, but never sufficient. 

Third, there is a body of writing, some of it in a partial-equilibrium mode, 
which is concerned with policy at a lower level of abstraction. Writings by 
Harold Hotelling, Ragnar Frisch, J. E. Meade, W. A. Lewis, are devoted 
to the question of optimal pricing, marginal-cost or otherwise, in public 
utility (M.C.<A.C.) situations [24]. Hotelling, H. P. Wald, M. F. W. 
Joseph, Ek. RK. Rolph and G. F. Break, Little, and more recently Lionel 
McKenzie, have, in turn, analyzed alternative fiscal devices for covering 
public deficits {25}. Last, a number of the above, notably Lerner, Kaldor, 
Samuelson, Scitovsky, Little, McKenzie and, most exhaustively, Meade, as 
wellas R. Ff. Kahn, Lloyd Metzler, J. de V. Graaf, H. G. Johnson and others 
have applied the apparatus to questions of gains from international trade, 
optimal tariffs, etc. [26]. 
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ANTITRUST AND THE CLASSIC MODEL 


By Suorey PETERSON* 


“Outsiders,” wrote John Neville Keynes in introducing his Scope and 
Method, “are naturally suspicious of a science, in the treatment of which 
a new departure is so often and so loudly proclaimed.’ It is a curious 
and disturbing fact that at the traditional center of economics—the role 
of markets in solving the general problem of order in economic life 
new departures have been proclaimed so often. 

Outsiders become aware of economics mainly when economists ap- 
praise the working of the economy or propose guides for its control; 
and it is here that the theory of values and markets, more than in its 
abstract expression, has chief impact. In the quarter-century since 
Chamberlin put monopoly and competition together in a single formu- 
lation, economists have stressed the prevalence of monopoly elements 
in markets, but have differed in interpreting this condition, especially 
in its bearing on policy. Commonly they relate it to pre-Chamberlin 
thought regarding the nature and place of competition, and bring a 
putative “‘classic’’ model, at least implicitly, into their discussion. In 
doing so they will agree that such a model describes badly how markets 
really work, but will often disagree as to its normative role. They may 
accept its guidance in defining the necessary working of markets in a 
free system, and then despair of the future of control through markets 
that do not and cannot work in that manner. Or, more likely now, they 
may reject the model as a false guide because our present economy seems 
to do very well without meeting its requirements. As substitutes for it 
they may rely on theories of “workable competition” and ‘“counter- 
vailing power.” 

The present contention is that both of these views misrepresent 
earlier analysis when they deduce policy implications from models used 
in static theory. How wrong the deduction can be is apparent when we 
examine the work of such economists as John Bates Clark and Alfred 
Marshall who brought their theory into the practical realm. Their 
handling of market problems, running the gamut from static theory to 
policy proposals, warrants neither the pessimism nor the rejection. 
Indeed it would be more accurate to say that their thinking set a course 


* The author is professor of economics at the University of Michigan. 
' The Scope and Method of Political Economy (London, 1891), p. 8. 
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which we are still largely following, and perhaps without being much 
farther down the road. The senior Keynes should find merit in a fuller 
sense of the continuity in this development. 


I. Current Interpretations of the Earlier View of Markets 


Galbraith, for example, proceeds in his American Capitalism from the 
position that a “vast distance separates oligopoly from the competition 
of the competitive model.” “It is a measure of the magnitude of the 
disaster of the old system,” he says, “that when oligopoly or crypto- 
monopoly is assumed it no longer follows that any of the old goals of 
social efficiency are realized.” And again: “By evolution, from a system 
where nearly everything worked out for the best, economists found 
themselves with a system where nearly everything seemed to work out 
for the worst.’ 

As thus stated, this view of earlier thinking may lead to a denial 
merely of its descriptive validity, or also of its normative worth. In 
The Decline of Competition Arthur R. Burns displayed the first of these 
leanings. He began by adopting the usage common since Chamberlin of 
employing the term competition to mean pure competition and of re- 
ferring to situations departing therefrom, that is, to most markets, as 
noncompetitive or monopolistic. Under a variety of circumstances 
business firms act in light of “the effects of changes in their output, or 
their price policy, upon the market as a whole,” and thus “tind them- 
selves in the position of a monopolist” in price and output decisions. 
In a context not of abstract theory but of market appraisal and policy 
recommendation, Burns finds it significant that “price and production 
policies would be expected to differ from those associated with perfect 
competition.” In his long and impressive recital of the monopoly ele- 
ments in markets, it seems to be enough to show that these elements are 
present—unnecessary to determine how seriously they cause price and 
output adjustments to depart from an acceptable norm that embraces 
all elements of public interest. More recently Burns has affirmed his 
view that, under the antitrust laws, ‘“‘we have failed to achieve a com- 
petitive system at all closely resembling that which was in the minds 
of the economists of the last century ... ,” and presumably has indi- 
cated his conception of the earlier view when he says: ‘Only pure price 
competition can produce the results which most people have in mind 
when they defend what they call in general terms ‘the competitive 
system.’ 

2 J. K. Galbraith, American Capitalism—The Concept of Countervailing Power (Cambridge, 
Mass., 1952), pp. 45, 46, 51. See also Ch. 2 

*A.R. Burns, The Decline of Competition (New York, 1936), pp. 3-6, 40-41. The second 


reference is to his contribution to the “The Effectiveness of the Federal Antitrust Laws: a 
Symposium,” D. M. Keezer, ed., Am. Econ. Rev., June 1949, XX XIX, 691-94 
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But to Galbraith the lack of fit of the competitive model has quite a 
different meaning. While, according to it, things should work out for 
the worst under present conditions, they have not done so. The Ameri- 
can economy appears wonderfully effective. The model must thus be 
rejected as guide as well as description; there can be no need of promot- 
ing the competition it envisages. In Galbraith’s theory the offsetting 
power of groups on opposite sides of the market fills the breach, and 
market power is thereby kept from upsetting the allocative and dis- 
tributive mechanism. 

The equally optimistic and more widely accepted view of present 
markets is that competition, to succeed as regulator, need not approach 
the perfection of the model —indeed, it should not do so. This is the 
view that is now variously formulated under the caption of “workable 
competition.” The essence of it is that even such rivalry as prevails 
when competitors are few can serve quite well in assigning resources and 
dividing income, and is greatly superior to its improbable purer cousin 
in promoting productivity and progress. In developing this view 
Schumpeter doubted the complete success of pure competition even as 
a static maximizing agent, but stressed mainly that an ideal disposition 
of resources at a given point in time is of small consequence when com- 
pared with the development of production through time. The compe- 
tition that counts is “the competition from the new commodity, the 
new technology, the new source of supply, the new type of organiza- 
tion ...’’; and for it to operate, substantial elements of market power 
are necessary, not only as the concomitant of requisite firm size but as 
steadying influences in what would otherwise be too turbulent an eco- 
nomic sea. The present point is that Schumpeter regarded this theory 
of market operation as almost completely at odds with traditional 
thought. Despite some recognition of monopoly, “‘neither Marshall and 
Wicksell nor the classics,” he said, ‘‘saw that perfect competition is the 
exception and that even if it were the rule there would be much less 
reason for congratulation than one might think.’ 

With similar optimism respecting big-firm capitalism A. A. Berle, in 
his recent The 20th Century Capitalist Revolution, joins in the rejection 
of older thinking, but with his own characteristic interpretation. Under 
the corporate system it is not true, he says, that ‘competition of great 
units (which does exist) produces the same results as those which used 
to flow from competition among thousands of small producers. . . . And 
it is indefensibly disingenuous to assert that these operations are 
primarily following economic laws more or less accurately outlined by 
the classic economists a century ago when the fact appears to be that 

4 J. A. Schumpeter, Capitalism, Socialism, and Democracy, 2d ed. (New York and London, 
1947), pp. 74-78 and Ch. 7, 8. 
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they are following a slowly emerging pattern of sociological and political 
laws, relevant to the rather different community demands of our time.” 
For urging the effectiveness of competition among the giants, Sumner 
Slichter is put in the category of the disingenuous, “‘since competition 
within the system of corporate concentrates produces results quite dif- 
ferent from the balanced economy expounded by Adam Smith.”’® What- 
ever the looseness of his history, whether of markets or of economic 
thought, Berle joins with Schumpeter and Galbraith in finding that 
present results are generally good. 

Galbraith and Berle wrote for a wide audience and Schumpeter has 
been widely read; and their rejection for present use of a supposed classic 
model is now echoed in abler segments of the public press. Thus Business 
Week, under the heading “Clobbering Theory,”’ reports the 1953 
American Economic Association meetings in which Galbraith’s thesis 
was discussed: “‘Classic economics teaches that only a competitive 
economy can be sound and prosperous. ... But the fact is that the 
United States economy bears only a remote likeness to the classic pic 
ture of a competitive system—and yet it has prospered enor- 
mously....’ And Fortune, in an article on ““The New Competition,” 
points out that “the word competition no longer means what it once 
did.” It is a competition that prevails even among oligopolists and it 
has been a “stunning success.”’ This competition is said to be essentially 


different from what competition meant “‘to most of the economists and 
experts who have until recently shaped the accepted notions of com 
petition. .. . Competition to them is a way of life that can be defined 
fairly rigidly. They conceive competition in terms of the grand old 


original or classic model of Adam Smith and his followers.’ 


To economists trained in the 1920’s and before, as this writer was 
and especially to economists who have long followed the theory under- 
lying antitrust policy--the foregoing oft-repeated view of what has 
happened to economics must seem mildly Shocking. Contrary to this 
view, it would be truer to say that the trend represented by the phrase 
“workable competition” is a natural outgrowth of the thinking fifty 
years ago of such economists as J. B. Clark and Alfred Marshall. The 
policy conclusions objected to by workable-competition advocates really 
rest on the broadened definition of monopoly in much more recent 
theory. Some would recast earlier theory in line with this definition, 
but Marshall and Clark, and other theorists of realistic outlook from 
Adam Smith on, quite surely would have rejected the policy implica 


A.A. Berle, Jr., The 20th Century Capitalist Revolution (New York, 1954), pp. 11-12, 43 
52. 

* January 9, 1954, pp. 93-99. 

7 June 1952, p. 99. 


¥ 

— 


64 THE AMERICAN ECONOMIC REVIEW 


tions of any such reconstruction of their thought. Their conception of 
welfare was never confined to the norm of precise efficiency in allocation 
and their pratical judgments moved well beyond the narrow boundaries 
of static analysis. 


II. Older Thinking as to Economic Goals, Especially 
in a Dynamic Setting 

When economists give their main attention to a theoretical problem 
they are not in effect declaring that the solution of that problem meets 
all the requirements, or even the principal requirements, of well-being. 
Economists of the nineteenth century, especially the classical, Aus- 
trian, and neoclassical economists, gave their greatest effort to the 
problem of value. Smith, Ricardo, and the classical writers were unable 
to relate utility and cost meaningfully, or the values of factors and prod- 
ucts fundamentally, and it required generations of economists to define 
the value conditions of economic behavior. The problem was fascinating 
in itself, and it seemed vital because prices were an obvious basis of 
action and of income in a specialized and exchanging society. A full 
grasp of the system-wide problem of economy in using resources, and 
the inherent relation of distribution to it, seems to have come only 
gradually, and with it a full realization of the role of a system of values 
in solving the general problem of order; but as thinking acquired this 
focus, the necessity of dealing with so complex a problem under simpli- 
fied assumptions became evident. Very naturally the analysis was 
carried forward, especially by mathematically inclined economists, to 
an attempted final formulation of the condition of ideal maximization 
in the whole economy. The problem was worthy of the effort given it; 
but the inference is unwarranted that economics thereby limited its 
concern to a nice allocation of resources, or viewed the assumptions of 
allocation theory as descriptive of the real world. 

The supposed need today of a new theory of economic performance, 
at sharp variance from the traditional, may indeed reflect some shift in 
emphasis among the several economic goals. There is great stress now 
on progress in total output, and earlier theory may have dealt inade- 
quately with it. Schumpeter doubtless judged rightly in asserting the 
superiority of this objective over the niceties of assigning and rewarding 
factors; but he was wrong, nevertheless, in imputing neglect of it to the 
leading economists of earlier periods, or the advocacy by them of con- 
ditions which would impede its accomplishment. These economists 
seemed to think that coordination of activities through markets was 
the most fruitful problem for economists to attack; but most of them 
took it for granted that welfare depends primarily on high output and 
on the conditions necessary to it. Adam Smith struck the keynote in 
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beginning his Inquiry into the Nature and Causes of the Wealth of Nations 
with a treatment “Of the Causes of Improvement in the Productive 
Power of Labour...” and in his obviously greater concern over 
“Progress of Opulence” than over any model that might now be de- 
scribed as “grand old original or classic.”” J. S. Mill concluded the intro- 
duction to his Principles with the statement: ‘The laws of Production 
and Distribution, and some of the practical consequences deducible 
from them, are the subject of the following treatise.” His long first Book 
deals with production; and when, following Books II and III on distri- 
bution and value, he passes in Book IV from the ‘‘statics of the subject” 
to its “dynamics,” he views the progress of society largely in terms of 
expanding production.® 

No one should attempt to state briefly the criteria by which Marshall 
was guided in the incidental appraisals that appear in his broad picture 
of economic organization. Advance in output is implicit as a leading 
element in many of his remarks on progress; but his main concern was 
with nothing less than the whole improvement of man. Certainly it 
would misrepresent him grossly to say that he thought the success of a 
system depended on achieving certain marginal relationships in using 
resources. ““The main concern of economics,” he said, “is thus with 
human beings who are impelled, for good and evil, to change and 
progress. Fragmentary statical hypotheses are used as temporary 
auxiliaries to dynamical-—or rather biological —conceptions: but the 
central idea of economics, even when its Foundations alone are under 
discussion, must be that of living force and movement.’”® 

In the present context John Bates Clark is the most instructive 
spokesman for traditional economics, since he was both an eminent 
expositor of neoclassical doctrine and a leading student of monopoly 
and antitrust policy, writing in the midst of early excitement over the 
threat of concentrated market power to the economic structure. In 
formulating in his Distribution of Wealth his static, perfect-market 
theory of factor pricing and resource use, he characterized his effort 
with the concluding statement that “‘all real knowledge of the laws of 
movement depends upon an adequate knowledge of the laws of rest.” 
He saw this approach as only a part of economics since “‘a static state 

.. is imaginary. All natural societies are dynamic; and those which 
we have principally to study are highly so.” “A theory of disturbance 
and variation,” he said then, would be “included in the science of eco- 

#J.S. Mill, Principles of Political Economy (New York, 1883, from Sth London edition), 
Vol. I, p. 42; Vol. II, pp. 271-72. As to his personal choice among the tests of a good system, 
Mill said he could not “regard the stationary state of capital and wealth with the same unaf- 
fected aversion so generally manifested toward it by political economists of the old school” 
(Vol. I, p. 336). 

® Alfred Marshall, Principles of Economics, 8th ed. (London, 1920), p. xv. 
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nomic dynamics; but the most important thing that is included in it is 
a theory of progress.’”® Clark essayed this larger task in his Essentials 
of Economic Theory, though only as a “provisional statement of the 
more general laws of progress”’; and in it he set forth his views of monop- 
oly and of related policy, as will be noted below: For the moment we 
need only observe Clark’s perspective of goals, as when he stated in his 
The Control of Trusts that “... progress is in itself the summum 
bonum in economics, and that society is essentially the best which im- 
proves the fastest.’ 

But it is only part of the story to see that leading economists of the 
past gave no special pre-eminence to the value matters they studied so 
thoroughly, and looked on their static hypotheses as something less 
than realistic description. While they stressed high and growing produc- 
tion, did this result not depend in their theory on a degree of competition 
impossible under modern conditions? Galbraith, notably, rests his 
criticism on this interpretation. Among ‘‘the old goals of social effi- 
ciency” he includes ‘‘getting the most for the least—the common en- 
gineering view of efliciency,” together with “appropriate incentive to 
change-—the adoption of new and more efficient methods of produc- 
tion”; and he lumps these production goals with those of optimum 
allocation and distribution in declaring that when competitors are few 


“it no longer follows that any of the old goals of social efficiency are 
realized.”’ Indeed, for all of these goals to be reached, as Galbraith inter- 
prets the requirements of earlier theory, competition should be con- 
strued even more rigorously than was done; and he applauds the more 
recent economists who “began to require of competition a meaning 
which would cause it, in turn, to produce the economic and social 


consequences which earlier economists had associated with it.’ 


The opposite view seems more plausible. Only when traditional eco- 
nomics is thus “perfected” is it vulnerable to the charge that, by its 
rationale, everything should work out for the worst in modern capital- 
ism. We should not inflict on it so damaging a refinement. It is true that 
competition has always been assigned a central place among the condi- 
tions of productivity and progress; it has been counted on to spur 
improvement, rid industries of weak producers, prevent gain through 


© The Distribution of Wealth (New York, 1899), pp. 442, 31, 33. 

" Essentials of Economic Theory—as Applied to Modern Problems of Industry and Public 
Policy (New York, 1907), p. v. 

8 The Control of Trusts (New York, 1901), pp. 82-83. 

4 Galbraith, op. cit., pp. 16-20. Very properly Galbraith includes among the main economic 
goals-—along with high productivity, effective allocation, and acceptable distribution—the 
stable high-level employment of resources. In dealing with this goal traditional economics 
comes off less well; but here the matter at issue is only incidentally, if at all, the competition 
that was assumed. 
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restricting performance. But the competition that serves these ends 
need not be perfect—in major respects it should not be—and earlier 
economists knew this, much as we do. Whatever the perfection formerly 
thought necessary for markets to perform certain allocative and dis- 
tributive functions—the topic of the following section—no such con- 
dition should be read into their analysis of the more dynamic, on- 
moving aspects of economic performance. 

Again, J. B. Clark’s thinking is pertinent—a natural source for stu- 
dents who would link their thinking with the past. Clark did indeed in- 
sist that monopoly is decidedly ‘‘unfavorable to continued improvement 
in the productive arts” whereas ‘“‘competition is the assured guarantee 
of all such progress.” But Clark wrote prior to that unfortunate usage 
by which all that is not pure competition is labeled monopoly. By 
monopoly he meant unified control of a market, and by competition, 
in this context, “healthful rivalry in serving the public.” He feared the 
trusts that were developing and saw that ‘partial monopolies” were 
prevalent and dangerous. But he saw the advantages of large estab 
lishments and also of consolidations, including even their contributions 
to research and innovation, which Galbraith says was slow to be recog- 
nized. The following may summarize Clark’s view: 

A vast corporation that is not a true monopoly may be eminently pro- 

gressive. If it still has to fear rivals, actual or potential, it is under the 

same kind of pressure that acts upon the independent producer 

pressure to economize labor. It may be able to make even greater prog- 
ress than a smaller corporation could make, for it may be able to hire 
ingenious men to'devise new appliances, and it may be able to test them 
without greatly trenching on its income by such experiments. When it 
gets a successful machine, it may introduce it at once into many mills. 

Consolidation without monopoly is favorable to progress. 


Thus, in the manner of Schumpeter and others, Clark was saying not 
merely that productivity and progress can persist in the face of an 
admixture of monopoly, but that within limits they are promoted 
positively by it. This view appeared most clearly in his appreciation of 
patent policy: “If an invention became public property the moment 
that it was made, there would be small profit accruing to any one from 
the use of it and smaller ones from making it. . . . This fact affords a 
justification for one variety of monopoly. . . . Patents are a legal device 
for promoting improvements, and they accomplish this by invoking the 
principle of monopoly which in itself is hostile to improvement.” He 
recognized the possibility of abuses, but he sensed the principle, which 


4 Essentials, pp. 364, 374, 382, 533-34 
Ibid., p. 534. 
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he stated elsewhere more abstractly, that perfect competition instead of 
being a condition of progress would actually prevent it." 

There is another quite different respect in which the fullest competi- 
tion is often deemed harmful and unworkable. It lies in the fact that in 
modern industry with its indivisibilities, fixed costs, and lumpy expan- 
sion in anticipation of demand, wholly unrestricted competition is 
likely to make profit-secking too diflicult, losses too prevalent, for firms 
to remain healthy and vigorous. This view was also common a half- 
century and more ago and was urged as a reason for accepting, though 
with misgiving, the limitations that size and combination bring. In his 
early work, The Philosophy of Wealth, Clark applauded the ‘‘conserva- 
tive competition in which economists of a few years ago were able to 
see realized a general harmony of social interests”; and with it he con- 
trasted “the fiercer contest in which eventual success comes to a par- 
ticipant through the extermination of rivals, the process well-named 
‘cut-throat’ competition.” “Easy and tolerant competition,” Clark said, 
“is the antithesis of monopoly; the cut-throat process is the father of 

Later he provided an explanation, as we would now, in terms of fixed 
costs and unused capacity and the possibility that competition will drive 
prices down close to the level of variable costs. Such competition he 
pointed out, in discussing water transportation in the Essentials, results 
usually in ‘‘a merely tacit agreement to ‘live and let live’’’; and he 
thought ‘a normal kind of competition will stop short of the warfare 
which drives both rivals into bankruptcy.’’* Still later, in the second 
edition of 7he Control of Trusts, the situation in industry in general was 
explained, and the case presented and conditions set forth for “‘a 
tolerant and normal competition” under which big industry can remain 
vigorous.'* This fear of wholly unrestricted competition was quite 
general among American economists of the period.” That Marshall 
questioned the wisdom of unlimited competition was evident both in 
his Principles and in his Industry and Trade, as will appear incidentally 
in the following section. 


 Jbid., pp. 360, 366, 373. Clark’s “five organic changes,” the basis of his “economic dynam- 
ics,” included growth of population and of capital and changes in methods and organization 
of production and in consumers’ wants. Shifting of production to new products did not receive 
separate recognition but appeared under the last heading. /bid., 203-06. 

17 The Philosophy of Wealth (Boston, 1886), p. 120. 

1 Essentials, pp. 414-15. 

” J. B. Clark and J. M. Clark, The Control of Trusts, rev. ed. (New York, 1912), pp. 168-83. 

% See, for example, A. T. Hadley, Economics (New York and London, 1896), Ch. 6; J. W. 
Jenks, The Trust Problem, rev. ed. (New York, 1905), pp. 140, 16-20; F. W. Taussig, Principles 
of Economics, 2d ed. (New York, 1911), Vol. II, pp. 434-36. 


{ 
bi 
a 
1 


PETERSON: ANTITRUST AND THE CLASSIC MODEL 


III. Workability of Imperfect Competition, as Seen 
by Earlier Economists 


Now let us turn, in this comparison of past with present thinking, 
from the conditions of expanding productivity and general industrial 
health to the distortions commonly attributed to monopoly. To say 
that a system with some mixture of monopoly in its competition may 
do a good job in developing productive power is not to say that it 
escapes serious misallocation and exploitation. Much that is now claimed 
on behalf of a new concept of competition, supposedly different from 
that of the older cconomists, amounts to saying that our economy does 
so well in expanding output that we can afford to overlook the distor- 
tions. This, in part, is what Schumpeter said. But theories of “workable 
competition,” as of “countervailing power,” go further and give reasons 
why departures from purity in competition do little harm to price rela- 
tionships. Are these reasons much different from the views of econo- 
mists of fifty or more years ago? Again, the present theme is that they 
are not—that they differ only as more fully developed concepts differ 
from their origins. 

To begin with, we need perspective of the place that pure competition, 
or whatever the “‘classic model” implies, had in relevant earlier thinking. 
A plausible conclusion, when we scan the long attack on value problems, 
is that particular features and degrees of competition had a much smaller 
place in the whole analysis, even implicitly, than is now often supposed. 
The main struggle of economists over a century or more was not in 
spelling out marginal refinements but in putting the main building 
blocks in some sort of order: in relating utility and cost; in recognizing 
other costs than labor; in seeing the broad dependence of factor prices 
on product prices, as well as the narrower reverse relationship; in assign- 
ing separate values to factors used in combination —all, of course, with 
incremental logic but with the main structure transcending the static 
niceties. In a society faced with vast possibilities of gross error in adapt- 
ing complex resources to satisfying countless wants, formulation in value 
terms of the main elements of system-wide order was the ‘goal to be 
sought and is the achievement now to be applauded. 

In this setting the problems of allocation and distribution do not de- 
pend for their solution on a certain kind of competition; the essential 
solution is largely independent of the type of market. It is often said 
that competition is the regulator of a market economy; but, on the con- 
trary, the chaos that would prevail in the absence of effective control is 
obviated not by competition alone but by the more general operation of 
the whole price mechanism. This is evident when we observe that even 
a monopolist can derive revenue only by producing what people will 
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buy, and that he is best off when he aims at the most valuable flow of 
products from the resources he uses. Nor can he get the most profit 
without employing effective techniques of production, and in other re- 
spects selecting and combining factors to best advantage. His demand 
enters into the total demand for each factor, and this demand, with the 
supply, sets the price of the factor and the cost of its use, and thus pro- 
vides the essential barrier to inferior applications of it. True, his market 
power creates stresses that prevent full maximization from the social 
standpoint and his. income may be greater than his performance re- 
quires. But the main elements of order are still present. A degree of 
competition that will keep these distortions within acceptable bounds 
has always been thought of as an essential part of the mechanism, but 
it is only a subordinate part of the whole scheme of control that the 
older economics explained for us. 

This is elementary and is said only because lack of perspective re- 
garding it has been common and has appeared in widely influential 
writing. The confusion may be explicit, as in assuming that a market 
economy is practically unregulated unless competition approaches per- 
fection —or that the older economics held this to be the case. Or it may 
be implicit, as, for example, in Berle’s contention that corporate opera- 
tions are no longer guided by the market forces of traditional theory but 
by the mores of essentially political entities. Berle is offering a plausible 
theory of behavior within a limited range of decision-making; but, so 
far as traditional economics is concerned, he overlooks the main point, 
namely that the greatest corporation is still subject to the tyranny of 
the income statement and can prosper only as it directs production in 
keeping with buyer preferences and uses resources with an eye to costs 
determined in a setting of alternative uses. 

Thus viewed, this value structure defines the broad conditions of 
order in a market economy even when competitors are few. But its 
formulators may still be charged with setting up misleading guideposts 
if, implicitly, they made the ultimate niceties the crux of the alloca- 
tion process. This, however, does not seem to have been the case, at 
least among leading economists who related theory to practical issues. 

In this connection also, J. B. Clark is the best example of an able 
theorist concerned specifically with monopoly and antitrust. Clark 
seems generally to have recognized the difficulties that economists of 
the period are now said to have ignored, and his resolution of them sug- 
gests much present thinking. In his Essentials he says: 

The most striking phenomenon of our time is the consolidation of in- 

dependent establishments by the forming of what are usually called 

trusts; and this and all the approaches to it are precluded by the static 
hypothesis. There is a question whether, after competition has reduced 
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establishments in one subgroup to a half dozen or less, they would not, 
even without forming a trust, act as a quasi-monopoly.”' 


He saw the danger: “What we have is neither the complete monopoly 
nor the merely formal one, but one that has power enough to work in- 
jury and to be a menace to industry and politics.”” But markets still 
provide protection: even when the entire product comes from a single 
company, 
... the price may conceivably be a normal one. It may stand not much 
above the cost of production to the monopoly itself. If it does so, it is 
because a higher price would invite competition. The great company 
prefers to sell all the goods that are required at a moderate price rather 
than to invite rivals into its territory. This is monopoly in fotm but not 
in fact, for it is shorn of its injurious power; and the thing that holds 
it firmly in check is polential competition. ... Since the first trusts 
were formed the efficiency of potential competition has been so con 
stantly displayed that there is no danger that this regulator of prices 
will ever be disregarded.” 


But, said Clark, this ‘check works imperfectly. At some points it re- 
strains the corporations quite closely and gives an approach to the ideal 
results, in which the consolidation is very productive but not at all op- 
pressive; while elsewhere the check has very little power, oppression 
prevails, and if anything holds the exactions of the corporation within 
bounds, it is a respect for the ultimate power of the government and an 
inkling of what the people may do if they are provoked to drastic 
action.’”’ He was hopeful that a policy aimed at ‘‘keeping the field open 
for competitors” might obviate more drastic action. This would require 
prevention of unfair and predatory methods. ‘“The preservation of a 
normal system of industry and a normal division of its products requires 
the suppression of all those practices of great corporations on which 
their monopolistic power depends.’ 

While Clark saw the possibility of quasimonopoly when competitors 
are few, he believed “that competition usually would, in fact, survive 
and be extremely effective among as few as five or six competitors, till 
they formed some sort of union with each other.’ No well-formed 
theory of oligopoly governed his thinking, and thus he saved himself 
the ordeal, first, of assuming full joint profit maximization when there 
are few competitors, and then of finding later a complex of reasons for 
doubting whether in fact this outcome is likely under dynamic condi 


Essentials, p. 201 

2 [bid., pp. 380-82; italics in original. 
[bid., pp. 383, 395 

Ibid., pp. 201-02. 
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tions. With only moderate skepticism he might have accepted 
Schumpeter’s view that the monopoly elements may be just sufficient to 
offset the forces of ‘‘creative destruction” which threaten the disappear- 
ance of profit. Clark observed: 
The actual shape of society at any one time is not the static model of 
that time; but it tends to conform to it, and in a very dynamic society 
is more nearly like it than it would be in one in which the forces of 
change are less active. With ali the transforming influences to which 
American industrial society is subject, it today conforms more closely 
to a normal form than do the more conservative societies of Asia.” 


Marshall, like Clark, fits poorly the supposed pattern of older think- 
ing that we are questioning —a pattern of implied optimism respecting 
capitalism mistakenly resting on its assumed close resemblance to some 
model of near-perfect competition. Marshall was at least in part aware 
of the theoretical import of that ideal competitive state in which pro- 
ducers sell “in a large open market in such small quantities, that cur- 
rent prices will not be appreciably affected by anything which they 
may do or abstain from doing...” ; but he disliked pushing his 
hypotheses so far. For better or worse, a “principle of continuity,” as 
he had called it, animated his thinking, and he saw ‘“‘great mischief” in 
“drawing broad artificial lines of division where Nature has made 
none.” ‘Thus, even in his Principles, in explaining “normal’’ pricing 
in manufacturing and merchandising, he did not adopt as his starting 
point the fluid, market-determined pricing of agriculture, but instead 
assumed the condition of quoted prices which prevails in such markets, 
with each seller dependent not on an impersonal body of purchasers but 
on specific patronage. For instance, in considering the common situation 
of firms that immediately must operate below capacity, he says: 

In a trade which uses very expensive plant, the prime cost of goods is 

but a small part of their total cost; and an order at much less than 

their normal price may leave a large surplus above their prime cost. 

But if producers accept such orders in their anxiety to prevent 

their plant from being idle, they glut the market and tend to pre- 

vent prices from reviving. In fact however they seldom pursue this 
policy constantly and without moderation. If they did, they might ruin 
many of those in the trade, themselves perhaps among the number; 
and in that case a revival of demand would raise violently the prices of 
the goods produced by the trade. Extreme variations of this kind are 
in the long run beneficial neither to producers nor to consumers; and 
general opinion is not altogether hostile to that code of trade morality 


Jbid., p. 197. 
* Alfred Marshall, /ndustry and Trade (London, 1927), p. 401. Much of this volume was 
written long before its appearance in 1919, part of the type having been set in 1904. 


" Principles, preface to the 1st edition as appearing in the 8th, p. ix. 
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which condemns the action of anyone who “spoils the market” by being 
too ready to accept a price that does little more than cover the prime 
cost of his goods, and allows but little on account of his general ex- 
penses.”8 


Thus, in his theory of short-run use of plant capacity, Marshall im- 
plicitly rejects pure competition as his expository framework, and he 
rejects also the allocative result of pure competition as a sufficient 
criterion in judging control through markets. 

Marshall’s Principles was devoted to what he called “foundations,” 
the exposition of the “normal” in equilibrium terms; and the more 
“biological” approach required by the development of modern industry 
he put aside for separate analysis in his Industry and Trade.” In this 
analysis the prevailing theme is that even “open” markets display only 
a qualified competition, and monopoly and competition “shade into 
each other by imperceptible degrees.” “Every manufacturer, or other 
business man, has a plant, an organization, and a business connection, 
which put him in a position of advantage for his special work”; and thus 
“for the time being he and other owners of factories of his class are in 
possession of a partial monopoly. ...Combinations for regulating 
prices aim at consolidating provisionally this partial monopoly, and at 
putting it in good working order. . . . ”*° In this setting he examines at 
length the growth of plant size for technical reasons and the many- 
rooted development of corporate combination and cartelization in 
Germany, Britain, and America. 

Competition has a central place in neoclassical theory; but Marshall, 
its great exponent, remained unexcited by his impressive evidence that 
competition is manifest mainly in rough approximate ways. Monopoly 
power is a continual threat, but ‘‘absolute monopolies,” he believed, 
“are of little importance in modern business as compared with those 
which are ‘conditional’ or ‘provisional’ ” and the latter keep their 
place only if ‘they do not put prices much above the levels necessary 
to cover their outlays with normal profits.” Like Clark, Marshall 
thought a “severely monpolistic price policy” unlikely because ‘a man 
of sound judgment .. . will keep a watchful eye on sources of possible 
competition, direct and indirect.”’ Potential competition, the competi- 
tion of substitutes, a long-run concern over the welfare of customers, 
were all stressed as significant restraints. 


/bid., p. 375. 

%# As explained in the preface to the 8th edition of the Principles, pp. xii-xiv. 

»® Industry and Trade, pp. 178, 196. Marshall’s extensive pre-Chamberlin exposition of the 
theme of monopolistic competition is set forth by H. H. Liebhafsky in “A Curious Case of 
Neglect: Marshall’s Industry and Trade,” Can. Jour. Econ. and Pol. Sci., Aug. 1955, XXI, 
339-53. 

8 Industry and Trade, pp. 395-98, 405-09, 523-26. 
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Marshall saw also the restraining effect of product differentiation. 
Though it violates the purity of competition, it obstructs all arrange- 
ments for price control, which are difficult to bring about when products 
are not standardized. At the same time Marshall observed that stand- 
ardized goods, which include ‘‘raw materials or half-finished products, 
or implements” used in business, are likely to be bought by firms that 
possess market power and “therefore are likely to meet the danger of 
oppressive action on the part of a combination, in control of things 
which they need to buy, by a counter-federation of their own. That is 
apt in its turn to stimulate the growth of similar federations on the 
part of traders or producers who need to buy some of their products; 
and so on till the end of the chain... .’® So “countervailing power,” 
and the condition tending to produce it, received a respectful nod. 

Nothing like the “classic model” seems to have been considered 
seriously by Marshall as a policy goal. Early industrial competition, 
back to Ricardo, had not resembled any sort of market ideal, though the 
contrary is now often assumed. It was rather the “aggressive competi- 
tion” of “crude, though energetic men,” a “species of warfare,” and 
was not likely, as the preceding section indicated, to produce a “solid 
prosperity.” For most of British industry Marshall found adequate the 
more restrained kind of competition, with the greater admixture of 
monopoly, which came in his day. Even in America, he thought, 
“Anglo-Saxon moderation and stability have enabled competitive and 
monopolistic abuses to be kept within relatively narrow limits, with but 
little direct intervention of authority.” At the same time, monopoly 
was more dangerous than was generally realized, with greater menace 
in ‘monopolistic association” than in “monopolistic aggregations”; and 
a policy more positive than publicity, which he generally favored, 
might become necessary.™ 

With such spokesmen as Clark and Marshall writing in this vein, it 
is surprising that Schumpeter should have belittled neoclassical doctrine 
as he did. To him the competition of his predecessors was a ‘“‘competition 
within a rigid pattern of invariant conditions,” and not at all the com- 
petition of new and better products and processes that he thought im- 
portant. He failed to note that this emphasis of his was essentially an 
unfolding of earlier thought and that he was quite in the earlier vein in 
saying of this latter competition that it “acts not only when in being 
but also when it is merely an ever-present threat ...”’ and that “in 
many cases, though not in all, this will in the long-run enforce behavior 
very similar to the perfectly competitive pattern.’™ It is surprising, too, 

Ibid., p. 549 

[bid., pp. 179, 656, 400. 

* Schumpeter, op. cit., pp. 84-85. 
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that Schumpeter, in these allusions to traditional economics, failed to 
credit it with explaining the broad market and value structure that his 
theory implicitly relied on in circumscribing the distortions of crudely 
competitive markets. He saw the older economics not in its whole rele- 
vant expanse but only in its effort to sharpen particular relationships 
with the tools of static theory. In another context, however, that of his 
‘socialist blueprint,” he paid neoclassical economics the ultimate tribute 
of relying almost step by step on its essential structure in showing how 
socialism may solve the general problem of economy in using resources.” 


IV. Models and Policy 


There has been looseness at all times in perceiving the role of static 
models of competitive market operation. Such models are useful, 
indeed essential, in rendering manageable the numerous elements in the 
general problem of order in the economy. They supply the framework 
for tracing allocative effects of given practices and policies, and in this 
role provide a starting point in observing when market power is mani- 
fest. But static models may also mislead: through being supposed to re- 
flect closely the actual processes of markets; through suggesting that they 
embrace all elements of welfare and afford a basis for judging economic 
performance as a whole; through tempting the user to toss all departures 
from their exact conditions into a common pot called monopoly and 
leading him, without guidance as to the seriousness of the deviations, in 
to unhappy conclusions as to how the economy is working, or should be 
expected to work. 

However, economists who seem at times to insist in supposed 
traditional fashion on near-perfect competition as a condition of accept- 
able economic performance may not carry this insistence into their 
more practical judgments. Galbraith supports his conception of earlier 
thinking by repeated use of Hayek’s statement in The Road lo Serfdom 
that ‘“‘the price system will fulfill this function [of general control! only 
if competition prevails, that is, if the individual producer has to adapt 
himself to price changes and cannot control them.” But the context of 
this statement does not imply purity of competition, since Hayek is only 
declaring the general superiority of control through markets over 
“central planning for the growth of our industrial system,” which, he 
says, is by comparison “incredibly clumsy, primitive, and limited in 
scope.”’ And he indicates that he finds acceptable a competition that 
can ordinarily be reconciled with the economies of size-—one in which 
the firm, while it cannot control prices, can certainly influence them.” 

Ibid., Ch. 16. 


* F. A. Hayek, The Road to Serfdom (Chicago, 1944), Ch. 4. The first quotation is from p. 49 
and is used by Galbraith, op. cit., pp. 15, 35. 
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Pigou, with his elaborate concern over deviations from equality in 
marginal social net products, may likewise be thought of as intolerant 
of imperfect market adjustments. But Pigou was explicit that “simple 
competition,” as he called it, is not feasible technically; and he pre- 
ferred a limited antitrust approach, such as Clark favored, to a more 
drastic control of business.* 

But even though they were not purists in their conception of adequate 
competition in a policy context, should not all these exponents of older 
thinking have been overwhelmed by the full impact of modern oligopoly 
theory? While granting some latitude to business decision in a dynamic 
system, could they digest the idea that business firms, separate but few 
in number, may so calculate each other’s moves that they arrive at 
the price and output conclusions of the single monopolist? However 
loosely their frame of thought is construed, can modern markets be 
made to operate successfully within it? 

The answer is yes, if we accept Clark and Marshall as spokesmen of 
earlier thinking and are not ourselves overwhelmed by the first approxi- 
mations of modern theory. Indeed, without certain present insights, 
they came close to the spot where we now find ourselves, as conflicting 
insights begin to cancel out. Unworried by the neat logic of joint profit 
maximization when competitors are few, they were not bound to in- 
vestigate the exacting and unusual conditions of that logic: its assump- 
tions of a common view of demand and cost functions, of lack of aggres- 
sive desire for a larger share of markets, of standardization not only of . 
products but of market terms in general, of pricing that is open and 
above-board, of absence of fear of new entries and substitute products 
and all the dynamic hurly-burly that Schumpeter made the center of 
his thinking. About the same position can be reached, in an unsophisti- 
cated way, without first falling into the oligopoly trap and then freeing 
one’s self from it. 

Thus the views mainly to be corrected are not those of the older 
economists. They had a fair sense of the impact of modern industry, 
and on tenable grounds held that markets might still exercise adequate 
control, while permitting desirable progress. Perfect competition must 
fail as a useful policy norm not merely because markets do not operate 
in that way but because we would not want them to. The views to be 
corrected now by theories of a ‘“‘new competition” that is “workable,” 
or even by theories of “‘countervailing power,” are rather those of fol- 
lowers of Chamberlin who fell into the bad habit of equating competi- 
tion with pure competition, of confusing theoretical benchmarks with 


7 A.C. Pigou, The Economics of Welfare, 4th ed. (London, 1950), Ch. 21. In this chapter 
Pigou notes the possible restraining effect of the countervailing power of opposed monopolies; 
but he doubts its effectiveness in protecting the public. 
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policy norms, of expecting highly monopolistic behavior in most 
markets where competitors are few. 

Undoubtedly the study of markets has been revitalized in the last 
quarter-century. New theory has suggested what to look for, industry 
characteristics have been revealed with new significance, new insights 
into policy have been gained. But still, in the field of practical policy, 
these developments have worked little effective change; nor is it clear 
that they will. It has seemed useful , for instance, with competition and 
monopoly commingling over a wide range, to devise means of measuring 
the degree of monopoly in markets. Ingenious techniques have been 
contrived in the abstract, and there has been some attempt to apply 
them, especially in the case of concentration indexes. But one easily 
agrees with Machlup when, after reviewing these efforts, he concludes 
that such measurement is “even conceptually impossible,” quite apart 
from its applicability.** Oligopoly theory seems less promising now than 
it once did, not only because of its profusion of elements but because 
factors other than numbers are seen to be widely significant.** It is al- 
most shocking to recall the view of commentators after the Tobacco 
decision (1946) that this theory had therewith been made part of 
judicial standards and might properly dominate them in such cases. 

The nature of policy problems forces us back toward the looser ap- 
proach of earlier economists, and indeed of competent lawyers and 
judges. I.ven if we could measure degrees of deviation from pure com- 
petition, we would accomplish little unless pure competition were the 
market condition really desired—the condition that would promote a 
balanced achievement of diverse economic goals; and surcly it is not. 
And even if we had a significant measurement, related to a truly opti- 
mum market norm, the policy question would remain: In a society in 
which ideal blueprints never materialize, what degree of departure 
from the norm is reasonably acceptable, in light of political as well as 
economic factors? More theory and more research will aid us; but there 
can be no answer except through the kind of experienced judgment 
always relied on in such matters. 

Views differ greatly as to the desirable form and rigor of antitrust 
policy; but the differences do not really spring from a theoretical 
cleavage. They arise, as in the past, from dissimilar appraisals of in 
commensurable goals and market factors as seen in a framework that 
remains about the same. Economists who stress the nice equating of 
marginal results are more alarmed by monopoly elements than are 


% Fritz Machlup, The Political Economy of Monopoly (Baltimore, 1952), Ch. 12, esp. pp. 
526-28. 

% See, for instance, Carl Kaysen in the National Bureau of Economic Research volume, 
Business Concentration and Price Policy (Princeton, 1955), p. 118. 
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economists who stress productivity and progress. The former have also 
a stricter idea of what reasonable profit means, Such groups may view 
differently the contribution of great firms in lowering costs and im- 
proving products, the competitive potency of product and technical 
substitutes, the need of market restraints to induce innovation and to 
prevent harmful price-cutting where reserve capacity accompanies 
growth. But these grounds for disagreement are as explicable in the 
theory of Clark and Marshall as of today. 

To this point our theme has been developed without mention of 
John Maurice Clark, son of John Bates and leading formulator of the 
reasons why competition may be effective in an economy in which 
monopoly elements are common, In his well-known paper, “Toward a 
Concept of Workable Competition,” Clark, it seems, was not trying to 
close a gap caused by failure of the older theory, but was concerned 
rather with recent refinements of the competitive model which, he said, 
“may serve as a starting point of analysis’ but which, when used as a 
guide in approaching policy have “seemed at times to lead to undesira- 
ble results... .’’*’ In a sense he bridged the periods by paralleling the 
exacting modern idea of pure competition with an equally sophisticated 
conception of the realizable and acceptable working of markets, and thus 
formulated with added fullness and precision a basis of policy toward 
which his father and his father’s contemporaries were moving. 

klsewhere J. M. Clark has said, in writing of his father: “What may 
reasonably be asked of the theorists of the current generation is that 
they integrate their findings with those elements of the thought of the 
preceding generation which have enduring value, and which they tend 
to neglect.’ The present theory of pure competition and of departures 
from it grows naturally out of the older static analysis of markets; 
present theories of workable competition, even when stretched to make 
room for clements of countervailing power, likewise particularize 
older thinking regarding feasible market operation under dynamic con- 
ditions. Analysis of this side of modern capitalism requires no revolution 
in economic thought. 


# Am. Econ. Rev., June 1940, XXX, 241; reprinted in Readings in the Social Control of In- 
dustry (Vhiladelphia, 1942), p. 453. 

“ “John Bates Clark,” in H. W. Spiegel, ed., The Development of Economic Thought (New 
York, 1952), p. 612 
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INTEREST RATES AND MANUFACTURERS’ 
FIXED INVESTMENT 


By FRANZ GEHRELS AND SUZANNE Wiccrns* 


The postwar revival of monetary policy as an economic regulator in 
Britain and America has been accompanied by lively discussion and 
some new contributions to monetary theory. Important among them 
is the credit-rationing doctrine. Briefly, this is the doctrine that central 
bank operations on the money market affect investment, not mainly 
through the cost of credit, but through its availability. When the central 
bank pushes up the yields of short-term government securities, banks 
and nonbank lenders will increase the share of short-term governments 
in their portfolios at the expense of other earning assets. This action 
reduces reserves for the banking system as a whole and causes further 
restriction of loans to business borrowers. Conversely, when the 
central bank pushes down money-market rates, the decreased attractive- 
ness of short-term yields, and the increase of reserves, will lead to in- 
creased availability of loan funds at relatively unchanging cost. In 
addition, it is sometimés argued that banks and nonbank lenders 
consider probable future movements of intermediate- and long-term 
security prices. The fear of capital losses induced by a rising pattern of 
interest rates may cause prospective bond purchasers to hold off until 
they expect no further rise of rates. At the same time, potential bor- 
rowers who expect to need additional credit in the future may become 
fearful of not getting suitable accommodation at a future date, and in 
consequence restrict their present borrowing and expenditure commit- 
ments.' 

The foregoing argument implies that, under the credit-rationing 
hypothesis as under the classical interest-cost doctrine, there should be 
an observable negative relation between interest variations and invest- 
ment. Only the mechanism relating interest and investment will be 
a different one under credit rationing from that under the older doctrine. 
Since security yields of different maturities usually move sympatheti- 
cally, a variety of rates ought to show a significant relation to invest- 

* The authors are, respectively, assistant professor of economics and graduate assistant in 
economics at Indiana University. They are indebted for help and criticism to B. Marks, 
University of Minnesota, E. Kuh, formerly of Johns Hopkins, and to W. H. Andrews, C. U. 


Burke, W. C. Cleveland and J. G. Witte, all of Indiana University. They also wish to thank 
the staff of the Research Computing Center, Indiana University, for its cooperation. 


' An extensive and provocative discussion of the credit-rationing doctrine is contained in 
two full issues of the Bull. Oxford Inst. Stat., Apr. and May, and Aug. 1952 Vol. XIV. 
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ment. A number of them should be satisfactory barometers of the ease 
or difficulty of obtaining loans, which in turn affects the rate of 
investment. 

However, empirical findings have usually been discouraging both for 
the classical and the modern view. Business executives, in answering 
questionnaires, have given low importance to the cost of borrowing and 
to the availability of outside funds.? Regression studies on investment 
either did not take the interest rate into account, or found that it had 
importance only for special types of investment, notably in railroads, 
utilities, and residential construction. Liquidity variables appeared 
unimportant in both types of studies.* 

Here we shall present evidence that with the proper combination of 
explanatory variables, the appropriate time lags, and sufficiently short 
periods, an interest-investment relationship is present in the manu- 
facturing sector as well. While the present writers are partial to the 
credit-rationing version of the interest-investment relation, the evidence 
presented below does not tend to refute the classical view. Rather, the 
evidence appears consistent with both descriptions of the regulating 
mechanism. However, the advocates of active monetary policy may 
derive only limited comfort from the evidence. For the time lags which 
seem to give the highest significance for interest rates are great enough 
to imply a difficult timing problem for monetary measures. 

Section [ gives some results of multiple-regression computations for 
fixed investment in the postwar period. Section II discusses the explana- 
tory variables used. Section ILI gives estimates of the parameters in the 
structural demand equation derived from a two-equation model using 
the same data. Section IV summarizes some results on postwar manu- 
facturers’ inventories. Section V compares postwar monetary events 
with our time-lag hypothesis; and Section VI gives some findings on 
prewar fixed investment which agree in some respects with those for the 
postwar period in Section I. 


I. A Multiple Regression Computation: Postwar Fixed Investnient 


Our examination of manufacturers’ investment deals primarily with 
the period from the middle of 1948 to the middle of 1955. Taking this 


See W. Heller, “The Anatomy of Investment Decisions,” Harvard Bus. Rev., Mar. 1951, 
XXIX, 95-103, I. Friend and J. Bronfenbrenner, “Business Investment Programs and Their 
Realization,” Surr. Curr. Bus., Dec. 1950, XXX, 11-22; R. Eisner, Determinants of Capital 
Expenditure, University of Illinois Bull. (Urbana, 1956). 

* Sce, in particular, J. Tinbergen, Statistical Testing of Business Cycle Theories, Vols. I and 
II (Geneva, 1939); L. Klein, Economic Fluctuations in the United States, 1921-1941 (New 
York, 1950); J. Meyer and FE. Kuh, “Acceleration and Related Theories of Investment: An 
Empirical Inquiry,” Rev. Econ. Stat., Aug. 1955, XXXVII, 217-30; L. R. Klein and A. S 
Goldberger, An Econometric Model of the United States, 1919-1952 (Amsterdam, 1955); C. F. 
Christ, “Aggregate Econometric Models,” Am. Econ. Rev., June 1956, XLVI, 385-408. 
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period has a number of advantages: It leaves out the immediate post- 
war time of shortages, when the rate of investment depended mainly on 
the supply of equipment and materials. It has two periods of mild re- 
cession—1949 and 1953-54—followed by recoveries. Monetary policy 
was reflected in fluctuating interest rates, especially after 1950. Data 
are available from the Securities and Exchange Commission on manu- 
facturers’ liquidity from the second half of 1947. 

We have concentrated on plant and equipment investment because 
this accounts for almost one-fourth of total capital formation in most 
years; the factors going into investment decisions for the entire sector 
are homogeneous; and it is an area where the interest rate has hitherto 
not been credited with much importance by empirical studies. 

Of the numerous regression equations fitted by least squares, the two 
following gave the highest multiple correlations: 


= 1,812.6 + + — 130,540R,-2 — 33890, 
(.1181) (6,923) (74,230) (2193) 
r = .9203 
Ty = — 3658.7 + .1759m1-2 + 9,218P;-2 — 55,140R,-s — 3,2040, 
(1755) (11,260) (61,380) (2,843) 
r = .8640 


(1) 


) 


T is plant and equipment outlay by manufacturing firms in real terms. 

m is profits, deflated by wholesale prices excluding farm products and 
food. 

P is the price index for capital goods, also deflated by wholesale 
prices. 

R is the rate of interest—the industrial bond yield in equation (1), 
and the three-month treasury-bill yield in equation (2). 

QO is the “quick ratio,” the ratio of cash plus government securities to 
current liabilities for manufacturing firms only. 

r is the multiple-correlation coefficient adjusted for degrees of free- 
dom. 

The periods are semi-annual. Aside from increasing the number of 
observations, taking six-month periods increases the homogeneity of the 
periods with respect to credit conditions. Three important turning 
points in monetary conditions occurred at midyear—in 1947, 1949, and 
again in 1953. Taking calendar years would have obscured these changes 
by lumping together half-years which are dissimilar, monetarily speak- 
ing. Some problem of seasonality may result; however, we did not regard 
this as serious enough to call for a correction. 

The subscript ¢ refers to the particular 6-month period. 7,_2 is profits 
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in the six-months ending a year earlier, while R,_» is the interest rate at 
the beginning of the period a year earlier; and Q, is the quick ratio at 
the beginning of period ¢. Time lags of zero, six months, and one year 
were tried in a variety of combinations before equations (1) and (2) 
were arrived at. The 95 per cent confidence intervals are given in 
parentheses under the regression coefficients.‘ 

With periods only six months in length the possibility arises of the 
deviation of investment from its predicted value depending on its devia- 
tion in the previous period. This would mean that the assumption of 
independence of the disturbances, made for least-squares computations, 
does not hold. We tested for serial correlation of the disturbances in 
equation (1) by taking the ratio of the mean-square successive differ- 
ences to the variance, and found this to have a value of 3.08. From 
B. I. Hart’s table of random probabilities for this ratio, we found that 
there is little ground for rejecting the hypothesis of no serial correlation, 
as the ratio is well beyond the 1 per cent significance level. 

The theoretical basis for lags of such length is that firms plan their 
major outlays for plant and equipment well in advance. It takes time 
to draft engineering plans, to negotiate with suppliers, to arrange 
financing, and to obtain agreement among those in the firm sharing 
responsibility for the decision. In large firms having more complex or- 
ganizations the lapse of time is probably greater than in small-and 
medium-sized companies, and the lag is greater for large projects than 
small ones. Friend and Bronfenbrenner, on the basis of their question- 
naire-survey, came to the conclusion that ‘aggregate expenditures for 
plant and equipment can be estimated one year ahead with reasonable 
accuracy on the basis of the amounts which businessmen anticipate 
spending.’ 

The variables relevant for decisions made a year, more or less, in 
advance would also be those prevailing around the time of decision 
rather than at the time the project is carried out. Thus the conditions 
under which funds are available, the prices of investment goods, and the 
level of profits prevailing around the time of the decision would seem 
more significant than those at the time of the investment itself. How- 
ever, a subsequent sharp change in any of these variables may cause 
firms to modify their plans before they are carried out; if the period had 
been characterized by violent changes, our equations (1) and (2), with 
their long lags, might have given a much poorer fit. 


* The two-tail ¢-test was applied to the liquidity and price coefficients; the one-tail test was 
applied to profits and interest, as their signs were assumed to be known a priori. 

§ See B. I. Hart, “Table of Probabilities for the Ratio of the Mean Square Successive Dif- 
ference to the Variance,” Annals Math. Stat., 1942, XTII, 213. 


* Friend and Bronfenbrenner, op. cit., p. 11. 
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Figure 1 (for which Table I provides the data) compares the actual 
level of investment (solid line) with the levels predicted by equation (1) 
(broken line) and by equation (2) (dotted line). It shows that both 
equations successfully predicted the direction of all the substantial 
changes in investment, with the exception of the moderate downturn 
from the second half of 1951 to the first half of 1952. This failure may 
have been due to the abnormal situation created by the Korean boom 
and iis aftermath. The rapid price-level rise had ceased, and inventory 


ACTUAL AND PREDICTED MOVEMENTS 
INVESTMENT OF MANUFACTURERS’ INVESTMENT 
$ MILLIONS 1948-1955 BY HALF - YEARS 
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growth had diminished sharply, thus creating uncertainty and causing 
downward revision of investment plans. On the other hand, the drop of 
investment in 1949, and again in 1954, was correctly predicted; and the 
rapid increase of 1950-51 was successfully registered. Finally, both 
equations predicted the increase of investment for the second half of 
1955; although understating the magnitude of the increase. Data for 
this period were not available when the equations were computed, and 
thus were not included in the time series. 
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Il. The Predicting Variables 

A. The different rates of interest. The industrial bond rate gives a sub- 
stantially better fit than the treasury-bill rate probably for two reasons. 
It reflects conditions on a market to which the industrial borrower re- 
sorts directly, whereas the bill market is only an indirect indicator of 
the conditions facing him. In addition, the yield on industrial bonds is 
not a pure rate; it contains a variable risk premium which reflects 
changing business expectations of both borrowers and lenders. The 
significance of the bond rate is probably only in limited degree due to 


TaBLe I.—-AcCTUAL AND PrepicrED MOVEMENTS OF MANUFACTURERS’ INVESTMENT 
1948-1955 
(in $ millions) 


Period Actual Investment trom tom 
“quation (1) | Equation (2) 
1948, II 4,216 4,270 4,373 
1949, I 3,488 3,701 3,839 
1949, II 3,220 3,061 3,042 
1950, I 2,982 3,010 3,061 
1950, II 3,893 3,974 3,890 
1951, 1 4,146 4,282 | 4,096 
1951, Il 4,968 4,595 4,371 
1952, I 4,779 5,219 5,054 
1952, II 5,096 4,829 4,843 
1953, I 4,940 4,804 4,799 
1953, 5110 | 4.756 
1954, I 4,480 4,648 4,485 
1954, II 4,500 4,572 | 4,738 
1955, I | 4,116 4,186 4,577 
1955, I 4,903 4,474 4,863 


its effect on the cost of borrowing; rather it serves as a good general 
barometer of the difficulty of getting funds from the capital market, 
banks, and institutional lenders. 

In addition to the two rates above, we tested the yield on long-term 
government bonds. The regression equation gave a fairly good fit, but 
the explanatory variables had much weaker statistical significance than 
in the other two cases. This may indicate that, under present institu- 
tional arrangements, the short-term rate is a better indicator of credit 
conditions than the purest of the long-term rates. However, if the Fed- 
eral Reserve were to operate in the bond market with the same objec- 
tives as it does today in the money market, bond yields might well 
become the better indicator. 

It is of interest that the coefficient of the treasury-bill rate, though 
not significantly less than zero at the 5 per cent level, is significant at 
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the 10 per cent level. Central bank action to influence economic activity 
traditionally operates through short-term rates, which then exert a pull 
on the other markets for funds. However, it is at least a little disturbing 
that the effect of interest-rate changes on investment should have such 
a long time lag. The bill rate showed no significance with shorter lags. 
If changes in monetary policy have their main effect on an important 
segment of aggregate investment only a year hence, and much less effect 
on current capital formation, a difficult timing problem exists. Action 
is usually not taken until symptoms of recession or inflation actually 
appear; by the time the action has its main effect, conditions may have 
changed, and the measures taken may no longer be appropriate. ‘Thus 
monetary tools appear subject to many of the same difficulties as the 
Keynesian fiscal tools; and the difficulties in the case of monetary policy 
may be more intractable, since they are due to the nature of investment 
decisions, rather than to outmoded administrative procedures.’ 

B. Profits. Profits make a good showing as an explanatory variable, 
whether taken for the six months immediately preceding the invest 
ment, one period earlier than this, or two periods. This is not surprising, 
as profits have a strong autoregressive tendency. However, it is ot 
interest that profits for the six months ending a year before appear to 
serve so well for prediction. 

It was difficult to decide on the deflator appropriate to obtain ‘real’ 
profits. One might argue for deflation by the price index of investment 
goods, since it is real expenditure for investment that is being measured. 
It turned out that the multiple correlation coefficient was almost 
equally good whether one deflated profits by prices of investment goods 
or by wholesale prices. But the regression coeflicients for profits and 
interest had better confidence intervals in the latter case. 

C.. Prices of investment goods. The price coeflicient has the “wrong” 
sign in both regression equations above. Price has an influence on the 
rate of investment and in turn is influenced by investment; here the 
latter relation appears to be strong enough to make the coefficient 
positive. At the same time, the fact that lags of less than a year gave no 
significant relation implies that prices respond to the placing of orders, 
which may occur a year or more in advance of the investment, rather 
than to the investment itself. 

While we have not found a correct demand equation for investment, 
the one-year lead of investment-goods prices over investment may 


' The following comment, based on interview results, is found in Eisner, op. cit., p. 34 
“One lag to which the interviews called the writer’s attention is that from the borrowing 
of money to its utilization in capital expenditures. This lag may apparently be fairly long 
To the extent that it is, efforts to control the rate of investment by manipulating the money 
market and/or the rate of interest involve a serious complication, ...” 


\ 

i 


86 THE AMERICAN ECONOMIC REVIEW 


make them a good predictor. For they reflect the volume of orders 
placed in advance of the investment. 

D. Liquidity. The attempt to find any effect of liquidity on invest- 
ment was unsuccessful. This was true for all time lags; and it appeared 
to make no difference whether the quick ratio was taken or the difference 
between current assets and total liabilities. 

The approach used was probably not appropriate for testing the 
liquidity hypothesis; aggregate changes over time in liquidity of firms 
reflect changes in profits, dividend policy, taxes and rebates, attitude 
toward expansion, access to outside financing. It is probably only in 
special situations, such as the early postwar period, that one can find 
a positive relation between liquidity and investment.* At that time the 
business sector had acquired liquid funds involuntarily, and now the 
accumulated demand was released. The more liquid a firm, the better 
able it was to carry out expansion. However, even in this case one may 
surmise that sufficiently elastic bank credit might equally well have 
supported the whole of the investment boom that took place from 1945 
to 1948. 

It appears that, in the aggregate, liquidity changes are as much a 
consequence of investment decisions as they are a cause, because the 
amount of liquid holdings of firms is a residual. However, the SEC 
sample is dominated by the larger firms, and it may be that liquidity 
is more important for small firms, who have less easy access to outside 
funds.’ When the large firms accumulate liquid assets, this may reflect 
pessimism about sales prospects and consequently a low rate of invest- 
ment; when small firms accumulate funds, this may reflect plans to 
finance expansion out of internal funds. 

The fact that liquidity with a negative sign shows significance when 
taken at the beginning of the period, but none when taken either six 
months or a year earlier, implies that the liquidity changes might be 
taken as a barometer of investment. If the other three variables have 
predicted, say, a rise of investment, a drop of liquidity would confirm 
that the investment plans are being carried out. A rise of liquidity in 
this situation might indicate that something had gone awry and had led 
to a change of plans. 

However, liquidity alone as an indicator of investment for the im- 
mediately following period is not very reliable. For the first half of the 


*See the comparison between postwar agricultural and industrial experiences made by 
R. N. McKean, in “Wartime Monetary Events and Monetary Theory,” Am. Econ. Rev., Pro- 
ceedings, May 1952, XLII, p. 124-33. 

* Internal availability of funds was important to the firms interviewed in Minnesota, and 
reported by Heller. Even when outside funds were available, the successful firms preferred 
delaying expansion to permitting outsiders to take part in the firm’s decisions. See “Anatomy 
of Investment Decisions,” 06. cit., p. 101-02. 
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period, to the end of 1951, liquidity performs rather well, only once 
moving in the same direction as investment. But for the second half, 
1952 to 1955, it moved in the same direction four times in seven. 

A fairly good, although poorer, fit is also obtained when liquidity is 
omitted from equation (1), and only profits, the industrial bond rate, 
and investment prices are taken. In this case the correlation coefficient 

*is .8217, and the explanatory variables all appear highly significant. 
However, the lower correlation indicates that liquidity improves sub 
stantially the predictive value of the equation. 


Il. An Estimate of a Structural Demand Equation 

While the foregoing regression equations both appear satisfactory for 
predicting investment, they are not satisfactory demand equations. Vor 
the price index of investment goods has been treated as an independent 
variable, although there is reason to believe that the prices of invest 
ment goods and the level of investment interact on each other. In addi 
tion, liquidity is probably dependent partly on investment, on profits, 
and perhaps on the rate of interest. However, in order to concentrate 
on the effect of interest variations, and in order to retain a simple model, 
we shall continue to treat liquidity as independent. 

The interaction of investment and the prices of investment goods is 
taken into account by introducing an equation for the supply of invest 
ment goods: 


= dy ayP, 2 + 2 (dy > (), dq ()) 


The supply of investment goods is assumed to be an increasing function 
of price and a decreasing function of the average hourly wage rate (W) 
in investment-goods industries, deflated by the wholesale price index 
This gives us two equations in the two endogenous variables, invest 
ment and the price index of investment goods. By simple algebra we 
eliminate the price variable to give an equation for investment in terms 
of the exogenous variables only; then we eliminate investment to obtain 
an equation for price alone in terms of the same set of exogenous 
variables. 
The two reduced-form equations are: 
= 6,570 + 10922, » — 176,000R, 30470, + 2,972W, 2 
(3) 
(.1276) (115,800) (2,490) (3,880) 
r = 9007 
Pia = .6057 — — + .02100, + .4347Wie 
(.000007855 ) (7.124) (.1241)  (.1934) 


= .9222 


(4) 
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The structural demand equation is then: 
(5) = 2,430 + 1256-2 — 127,890R;2 — 3,7910, — 


The price coefficient now has the “correct” sign, for investment is a 
decreasing function of the price of investment goods. The price elas- 
ticity of demand is then computed to be —1.5970, that is, not much 
greater than unity. This finding is consistent with the widely held belief 
that demand for capital goods is not highly elastic.’® However, as the 
price-slope coefficient is the ratio of the two wage coefficients, its reli- 
ability is rather less than that of either of these coefficients. 

The process of getting back from the observed parameters in equa- 
tions (3) and (4) to the structural parameters of equation (3) is com 
paratively casy providing that just one coeflicient relating investment 
to an exogenous variable in (5) is zero. This condition is just met here 
because wages in the investment-goods industries are not included 
among the variables in (5), and the wage coefficient is therefore zero. 
We then solve first for the price coefficient, which is (with opposite sign) 
the ratio of the wage coefficient in (3) to that in (4). Each of the other 
coefficients is then found by adding to the corresponding one in (3) the 
product of the coefficient in (4) by the parameter already found for the 
price. 

More formally, we can say that investment and the price variable are 
related to the exogenous variables in two independent ways, the ob- 
served relations of (3) and (4) and the structural relations of (5). We, 
in effect, eliminate investment and price by equating the right-hand 
sides of (3) and (4) combined, with the right-hand side of (5). This gives 
an aggregative equation in only the exogenous variables, which holds 
term-by-term as well as in the aggregate. When we take the separate 
equations, each in one term, we can solve for the structural parameters 
by factoring out the common term. One of these equations will be in a 
single unknown, and so we can use the solution of this equation to solve 
the others. 


IV. Postwar Manufacturers’ Inventories 


It has sometimes been maintained that interest-rate variations have 
a stronger and quicker impact on inventory levels than on the rate of 
fixed investment." In an attempt to find statistical support for this view, 
we have followed a procedure similar to that above for fixed investment. 


1 Ejsner’s interview results indicated that construction costs were “not a significant factor 
in determining the physical volume of investments.” This finding, may, however, be due to 
the buoyant state of demand existing in 1951 and 1952, the time of interviews. At that time 
the business executives questioned believed that they could easily raise their product selling 
prices. See Eisner, op. cit., p. 26. 

4 See, for example, KR. G. Hawtrey, Capital and Employment, 2nd ed. (London, 1952), pp. 
45-SA. 
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Profits, interest, and the quick ratio were taken as the determining 
variables, with the level of inventories as dependent. On the assumption 
that profits vary rather closely with the price level, we have omitted 
price as an explicit variable. 

Protits when taken for the six months immediately preceding had a 
negative coefficient, perhaps indicating that inventories over short 
periods act as a buffer to unanticipated sales variations. When taken 
for the period ending six months earlier profits had a positive coeflicient, 
perhaps indicating that inventories are adjusted positively with profits 
and sales expectations, when enough time is allowed for the adjustment. 

The market yield on treasury bills had a positive coefficient whether 
taken instantaneously or six months earlier. ‘Thus there was no evidence 
of interest influencing the level of stocks. 

As in the case of fixed investment, the quick ratio had a negative co 
efficient for both time lags, but had the higher significance when taken 
with a zero time lag. As with fixed investment the explanation is proba 
bly that liquidity reflects changes in holding of stocks, rather than being 
an important cause of such changes. 


V. Comparison with Postwar Monetary Events 


While there is nothing conclusive about such an examination, a 
cursory review of postwar monetary events may show whether there are 
obvious contradictions between our time-lag hypothesis and the events 
The large dips in investment occurred in early 1949 and early 1954; the 
big upswings were in the middle of 1950 and the fall of 1955. On the 
other hand, significant credit restraints were effective in the middle of 
1947, the middle of 1949, late in 1952, and early in 1953. Measures to 
ease credit were undertaken in mid-1949 and the fall of that year, and 
in the summer and fall of 1953. 

The sharpest tightening of credit in the postwar, pre-Korea period 
came in the summer and early fall of 1947. Up to the summer treasury 
bills, certificates, and bonds had been pegged. When the pegs were 
removed, the bill rate jumped immediately from 3/8 per cent to nearly 
1 per cent, and the other rates moved up more gradually until December, 
when they leveled off. The year 1948 saw only slight further increases. 
If there had been an immediate impact on investment one would have 
expected to see it in the fall of 1947 rather than at the end of 1948. 
However, this episode does not contradict our hypothesis of the one 
year lag. 

Efforts to ease credit conditions did not occur until 1949 when the 
recession was already under way. After a reduction of reserve require- 
ments in the spring, the Open-Market Committee announced in June 
that henceforth its operations would have “‘primary regard to the gen- 
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eral business and credit situation.’””* However, their actions appear not 
to have been very aggressive; for although industrial bond yields de- 
clined substantially, treasury-bill rates fluctuated little. Again, there is 
no evidence of any effect of these changes on investment until almost a 
year later, in the late spring of 1950. 

In the boom that followed the outbreak of Korean hostilities succes- 
sive measures of monetary restraint, at first hampered by Treasury re- 
funding, led to a slow but continued rise of security yields. Neverthe- 
less, manufacturers’ fixed investment rose to the end of 1951 and then 
maintained itself at a high level; activity generally behaved in a similar 
fashion. Once more, the time lag between monetary changes and the 
investment response, if any, appeared considerable. 

A fourth episode is that from 1953 to 1955. Security yields were 
pushed up during the first half of 1953; then the authorities reversed 
themselves in June, driving yields down again sharply and holding them 
low until 1955. Manufacturers’ investment remained above the previous 
year’s level during the fall of 1953; but industrial output declined, 
owing probably to involuntary accumulation of inventories, in turn 
caused by lagging consumer demand.” Investment fell in 1954 and 
dropped further in the first half of 1955, thus lagging behind production 
both in the decline and in the recovery. Again, whatever effect tighten- 
ing and then relaxing credit in 1953 had on investment, the impact seems 
to have been felt in the two succeeding years. 

VI. Prewar Investment 

A statistical analysis of manufacturers’ fixed investment in the period 
1935 to 1940 yielded results in some respects similar to and in others 
notably different from those obtained for the 1948-55 period. The one- 
year time lags as used in the previous case gave a fairly satisfactory fit 
when the industrial bond rate was used, but a much poorer one when 
the treasury bill rate was taken. However, in both cases the interest 
rate appeared to be significant and had the proper negative sign. 
Profits and prices of investment goods both appeared significant when 
the bond rate was used; but, in contrast to the postwar observations, 
both carried a negative sign. Because of the difficulty of obtaining ap- 
propriate liquidity data, we omitted any liquidity variable. The regres- 
sion equation employing the bond rate is as follows: 


I, = 6,490 — 438.5942 — 49,520R; 2 — 2,964P, 
(6) (323.5) (21,010) (3,715) 
r = .7566 


™ See the Fed. Res. Bull., Dec. 1949, XX XV, 1435. 
4 Sce the Fed. Res. Bull., Feb. 1954, XL, 126. 
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In contrast to the postwar period, the best fit was not obtained from 
the use of one-year lags. When the determining variables were dated 
at the beginning of the period, profits took a positive sign, price became 
quite insignificant and interest retained the negative sign but with a 
lower significance. With six-month lags, profits had a negative sign but 
low significance, while interest and price both had negative signs and 
appeared highly significant. Both of these choices of lags gave multiple 
correlation coefficients of about .83. 

These differences from the postwar period may be due to structural 
differences affecting inducements to invest between a period of pro- 
longed depression and one of general prosperity. During most of the 
1930’s substantial excess capacity existed; an increase of sales, reflected 
in profits, would therefore not be a strong inducement to create addi- 
tional capacity. On the other hand, there was probably strong pressure 
for cost-reducing investment, particularly in low-profit years. Such a 
thesis would explain the negative regression of investment on profits, 
and also the apparently greater strength of investment-goods prices as 
a determinant of investment. 

The reason that profits moved from negative to positive in sign, as 
the profit variable was moved closer to investment in time, may be that 
profits became a reflection of investment through the multiplier, rather 
than a determining variable." 

Finally, the poor fit obtained when the treasury bill rate was employed 
may be due to the predominantly cheap-money policy after 1933. Bill 
rates showed little absolute variation around their very low yield and 
thus were not a satisfactory variable for statistical purposes. 


VIL. Summary 


1. In order of statistical significance, variations in yields on industrial 
bonds, on treasury bills, and on government bonds appear to have an 
effect on manufacturers’ fixed investment, but only with a one-year lag. 
The explanation offered for the relationship is that considerable time 
elapses between initial planning and carrying-out of investment, and 
that interest rates serve as indices of credit availability. 

2. The prices of capital goods appear to affect the rate of fixed invest- 
ment, but the coefficient of price elasticity found was not very much 
greater than one. 

3. We were unsuccessful in finding the expected causal connection 
between liquidity and investment outlay; but this result was probably 
due to incorrect specification of the model for this purpose. 


4 More exactly, as profits have a fairly high degree of autoregression, those in period t—1 
would move with those in period ¢. The latter would be a function of the rate of aggregate in 
vestment in period t, which has determined the level of national income through the multiplier 
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4. Inventories showed a relation to profits and liquidity, but not to 
the rate of interest. 

5. Prewar fixed investment did not show as sharply defined a lagged 
response to the exogenous variables as did postwar capital outlay: both 
one-year Jags and shorter lags gave satisfactory fits, with the profits 
coeflicient changing sign according to the lag. This suggests that our 
simple model may have good predictive value for a period of general 
prosperity and moderate fluctuations, but that it may have less value 
for a period of depression and great uncertainty. 


NOTES ON DATA AND SOURCES 


A. Postwar fixed invesiment. (1) Investment data were taken from the 
Survey of Current Business, “New Plant and Equipment Expenditures, 
Manufacturing.” They were expressed in millions and deflated by the aver- 
age price index during the period for machinery and motive products, also 
from the Survey. (2) Corporate profits were taken from the Securities and 
exchange Commission Quarterly Financial Report for Manufacturing Cor- 
porations. They were deflated by the wholesale price index for the period 
following for “‘commodities other than farm products and food,” from the 
Survey, and expressed in millions. (3) The quick-ratio data are also from the 
SEC Quarterly Reports. (4) The price of investment goods is the same index 
as in (1) above, but deflated by the wholesale price index used in (2), above, 
so as to give relative price. (5) The interest data are from the Federal Reserve 
Bulletin. (6) Average hourly earnings in durable-goods-industries are from 
the Survey. 

3. Postwar inventories. Inventory data, seasonally adjusted, are from the 
Survey. They are at lower of cost or current market price; we have de- 
flated them by the same wholesale price index as above. 

C. Prewar fixed investment. (1) Profits, Survey, Supplements, 1936, 1938, 
1952. (2) Interest rates, Board of Governors, Banking and Monetary Sta- 
tistics, 1943. (3) Price of investment, wholesale price index of metals and 
metal products, from the Survey, and deflated by wholesale prices. (4) In- 
vestment in plant and equipment from “Capital Expenditure for Manu- 
facturing Plant and Equipment,” Survey, March, 1951, deflated, as above, 
by wholesale prices. 
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GROWTH IN CAPACITY AND CANADA’S 
BALANCE OF PAYMENTS 


By James C. InGRAM* 


The purpose of this paper is to point out the way in which changes 
in productive capacity may have affected the Canadian balance of pay- 
ments during the period 1900 to 1913. It is not to be claimed that change 
in capacity was the sole or even the predominant factor in the adjust- 
ment process, but that it was a powerful force which has been largely 
omitted from the principal studies of the period.' When it is used to 
supplement these earlier studies, the explanation of Canadian experience 
becomes neater and more complete. Some facts, hitherto unsatisfac- 
torily explained, are accounted for. The modification suggested here for 
a particular case also has implications for the theory of transfers when- 
ever net capital formation is involved. 

In his classic study of the Canadian episode, Viner tested the tradi- 
tional theory of adjustment derived from Thornton and Mill.*? On the 
whole he found this theory, or its implications, to be consistent with the 
facts, with some qualifications for institutional peculiarities. This 
theory is too familiar to require restatement here, and we shall give only 
the barest outline of it. 

An initial equilibrium is disturbed by an increase in loans to Canada 
from foreign sources. Under the gold standard the increased supply of 
foreign exchange drives the exchange rate to the gold-import point; the 
inflow of gold causes the Canadian money supply to rise; and consequent 
price changes cause imports to rise, exports to fall.* In this way the 
trade balance is turned against Canada, thus enabling the real transfer 
of capital to occur. Viner found that movements of reserves held in New 
York largely replaced gold flows in the Canadian case. Aside from this, 


* The author is associate professor of economics at the University of North Carolina. He 
wishes to thank E. P. Hickman for his assistance. 

1G. M. Meier, “Economic Development and the Transfer Mechanism,” Can. Jour. Econ. 
Pol. Sci., Feb. 1953, XLX, 1-19, explicitly connects Canadian expansion and the balance-of- 
payments adjustment. The reader is referred to this article for a carefully documented record 
of economic growth in the period. 

* Jacob Viner, Canada’s Balance of International Indebtedness, 1900-1913 (Cambridge, Mass., 
1924). See esp. Ch. 7, 9. 

* Throughout this paper we shall use the terms “exports” and “imports” to refer to the total 
credits and debits on current account except for interest and dividends. 
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in all major respects he considered the observed events to be a con- 
firmation of the theory.‘ 

Later writers added an “income effect” to this analysis.’ The inflow 
of funds causes money income and expenditure to rise in Canada and, 
as income rises, imports rise still further and exports fall. This addition 
helped to explain the speed with which the adjustment process worked 
and the relatively small gold flows required to accomplish the real 
transfer.° 

There is, however, one significant flaw in this analysis, at least for the 
Canadian experience from 1900 to 1913. Both the classical and the 
modern parts of the theory of adjustment yield a prediction that exports 
will decline, but the indubitable fact is that Canadian exports rose 
steadily from 1990 to 1913. The rise in imports exceeded the rise in 
exports and thus enabled the real transfer to take place, but a modi- 
fication of the theory is required to enable it satisfactorily to account 


for this sequence of events.’ 

The traditional theory of transfers makes no real distinction between 
a reparations payment and a capital movement. This is true for both the 
income approach and the price-specie-flow analysis. An inflow of funds 
is expected to set in motion changes in prices and incomes through 
which a real transfer is effected, but the productive resources of the 


receiving nation are tacitly assumed to remain unchanged during the 
adjustment process.® In some cases this procedure may be justified, but 
where the inflowing funds form part of an economic process in which 
the productive resources are fundamentally changing, the theory is in- 
evitably incomplete. Indeed, it may be that the inflow of funds is itself 
induced by such changes in the economy, and thus the structural 
changes become an integral part of the transfer mechanism. If the theory 
of transfers dealt only with the very short run, the omission might be 
justifiable. But where, as in the case under examination, the transfer 
process though a number of years is being studied, the omission is a 
serious defect in the analysis. 


‘ This does scant justice to the careful and thorough analysis that won Viner’s study an im- 
portant place in the literature of international economics. 

§ See, e.g., L. A. Metzler, “The Theory of International Trade,” in H. 5 Ellis, ed., Survey of 
Contemporary Economics (Philadelphia, 1948), Vol. 1, pp. 211-22 

* These matters puzzled Taussig, as he suggested in a famous passage. /nlernational Trade 
(New York, 1928), p. 239. 

? This does not imply that a theory must be realistic in all details. But it should yield ac- 
curate implications for the essential aspects of reality. The contention is that the behavior 
of exports is one of the essential aspects of the theory being examined. 

§ The income approach permits changes in utilization, and both approaches take into ac- 
count shifts in resources; but neither considers change in total resources. 


Racers 
PRs 
2 


INGRAM: CANADA’S BALANCE OF PAYMENTS 95 


I. Economic Growth and the Balance of Payments: A Simple Model 


Viner advanced the hypothesis that the disturbing factor in the period 
1900-1913 was an increase in the flow of funds into Canada, and the 
problem he wished to examine was the response in the Canadian econ- 
omy to this initial disturbance.’ An alternative hypothesis, equally if 
not more plausible, is that the rapid expansion of the Canadian economy 
after 1900 created investment opportunities and attracted an inflow of 
funds. Of course it is true that if the foreign funds had not been forth- 
coming the Canadian boom would have been halted, and thus the two 
forces are inextricably linked together over the whole period. Still it 
may be argued that domestic expansion in Canada was the initial 
disturbance." 

Fortunately we do not have to settle this question of priority. Under 
either hypothesis, we can argue that the expansion of productive 
capacity during the period enabled supply to expand, enhanced Can- 
ada’s ability to export, reduced the pressure to import, and thus in- 
fluenced the adjustment in the balance of trade. That the trade balance 
nevertheless turned against Canada simply indicates a rate of expansion 
so rapid that the demand effects exceeded the supply effects of that 
expansion, thus necessitating a continued (and rising) inflow of capital 
if the rate were to be sustained. Domestic expansion and capital inflow 
may be regarded as coordinate, and we need not choose one causal 
sequence or the other. 

The writer has tried to show elsewhere that there exists a rate of 
increase in domestic investment which a nation can maintain with no 
inflow of capital or loss of exchange reserves." If the nation exceeds this 
rate it must import capital or lose exchange reserves.'* The essential idea 
is a simple one, and represents an application of the Harrod-Domar™ 
theory of equilibrium growth to the balance of payments. 

Let us assume that resources are fully employed at every point in 
time during the period to be studied. If population (and the labor force) 
is growing, if net capital formation is taking place, and if previously 


* Viner, op. cit., pp. 16, 145. 

1° Meier, op. cit., takes this view. He points out that expansion began in earnest in 1895, 
though no capital inflow appeared until 1905. In the three decades prior to 1895 Canada im 
ported capital, however. 

4 “Capital Imports and the Balance of Payments,” So. Econ. Jour., Apr. 1956, XXII, 411 
25. 

2 We assume fixed exchange rates and thus rule out the third possibility, a fall in the value 
of its currency. 

4 R. F. Harrod, Towards a Dynamic Economics (London, 1948); E. D. Domar, “Expansion 
and Employment,” Am. Econ. Rev., Mar. 1947, XX XVII, 34-55, and “The Problem of Capital 
Accumulation,” ibid., Dec. 1948, XX XVIII, 777-94. 
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unused land is brought into use, the full-employment output will grow 
over time. The increase in capacity in year ¢ (compared to year t—1) 
we will call J,;_,-0, where /,_; represents net investment in year ¢—1, 
and a is the ratio of the increment in output to the increment of capital." 
We will assume oa to be constant. The term /,_,-¢ represents the incre- 
ment in aggregate supply in year ¢. Part of this increase in output will 
be purchased by domestic consumers or by businessmen for new capital 
formation. That portion not taken by domestic buyers we assume to be 
exported, and world demand is assumed to be of such high elasticity 
that no fall in price is required. We assume the marginal propensity to 
consume to be constant fraction, equal to (1—s—m) where s is marginal 
propensity to save, m is marginal propensity to import. ‘The portion of 
the increment in supply that is available for increase in domestic invest- 
ment and for export thus equals /,_;.0(s+m). That is, if AX is the in- 
crease in exports: 


Al + AX = (s+ m)Ii_1-¢, (1) 
and 
AX = (s + Al, 


E:xports and domestic capital formation are competing uses for the ex- 
cess of new supply over domestic consumption. 

The rise in money income we take to be equal to /,_;-0, and we have 
Y,=Y,-.+/:-1-0, where Y, is aggregate money income in the year ¢. 
The rise in imports" is: 


AM (2) 
If we impose a condition that AX =AM, we have, from (1) and (2): 


(s+ — Al = 


Al 
= (3) 


That is, the rate of growth the economy can achieve with no adverse 
movement in the balance of trade is equal to s-a."* If the rate of growth 


“ The increase in output is not attributable solely to the increase in the stock of capital. 
Instead, the contributions of increases in labor force and in land utilization are included in @. 

“ Here we assume a constant marginal propensity to import. Actually, it might not be con- 
stant, as in the case of investment in import-competing industries. 

“ This is comparable to Domar’s conclusion for a closed economy. It differs from the au- 
thor’s previous statement (op. cit.) because of a difference in an underlying assumption. There 
it was assumed that annual increases in investment produced a multiplier effect upon money 
income and output in addition to the rise in income associated with the expansion of capacity. 
Here we are assuming the annual increase in investment generates a rise in income that just 
keeps pace with the expansion of capacity. Essentially, the present formulation expands @ to 
take account of the growth in factors of production other than capital. If properly stated, 
both methods will yield the same result. 
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in domestic investment exceeds this limit, the trade balance will turn 
passive. Exports may rise, but not so much as imports."” 

Under the assumption that the authorities permit an expansion of the 
money supply sufficient to permit money incomes to rise by the same 
proportion as output rises, we have a basis for predicting the behavior 
of income, exports, and imports. After estimating values for s, m, and 
a, we may take the actual values for annual investment and obtain pre- 
dictions for the variable under study. 

The domestic expansion is likely to lead to changes in prices which 
will further strengthen the effects described above. Expected price 
changes are in every way consistent with those indicated by conven- 
tional analysis. We do not challenge this part of the accepted analysis; 
we wish merely to supplement it. To show the suggested supplement in 
the most forceful way, we shall assume that no price changes occur. 
Even in this extreme case the necessary balance-of-payments adjust 
ment may take place, and ina more “realistic” case, where price changes 
are permitted, the adjustment process becomes much easier to explain. 


Il. Application of the Model to Canada, 1900-1913 


The rapid growth of the Canadian economy in the period 1900 to 
1913 is well known. The labor force was augmented by a large natural 
increase as well as by heavy immigration. A vast supply of unused fertile 
land existed, large amounts of which were drawn into use as population 
grew and transport facilities were extended. The rate of capital forma 
tion was high, and tended to rise during the period. Table I contains 
some statistics which illustrate the growth in productive capacity. 
Buckley" has estimated that gross national product rose from an aggre- 
gate of $5.65 billion for the five-year period 1901-05 to $8.48 billion for 
the period 1906-10 and to $12.18 billion for the period 1911-15. 

It seems clear that the full employment output rose steadily over the 
period. Although minor recessions of economic activity occurred, 
especially in 1904 and 1908, our assumption of full employment is not 
too wide of the mark. 

Using Buckley’s estimates of gross national product and Viner’s 
estimates of imports,'* we obtain an estimate of the marginal propensity 


17 When A/ is so great that AX is zero, we have 


Al = (s + m)-J, 


I 
—— = (5 -+ m)-o. 


At this rate of growth, imports rise but exports do not, because domestic demand rises enough 
to purchase the whole of the increment in supply. If the rate of growth were still greater, ex 
ports would decline. 

°K. A. Buckley, Capital Formation in Canada, 1896-1930 (Toronto, 1955), p. 135 

1 Viner, Canada’s Balance, Pt. 1., op. cit. We omit interest and gold imports from Viner’s 


figures. 
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Tasie I.—-Sevectep Inpicators Or GROWTH 


1905 1911 
Population® -§,371,000| 6,171,000 | 7,207 ,000 
Labor force’ | 1,783,000 2,724,000 
Value of capital in manufacturing* $447 ,000,000 | $846,000 ,000 | $1,247,000,000 
Value of product in manufacturing’ $481 000,000 | $718,000,000 | $1,166,000,000 
Area of occupied land (acres)4 63,000,000 | 110,000 ,000 
Value of agricultural capital (ex. land)* | $780,000,000 | $1 , 705 ,000 ,000 
Value of agricultural output* | $365,000,000 | $ 663,000,000 
National] index of urban building activ- 
ity (1900— 100)/ | 120 | 409 | 797 


* 1901, 1906-—Canadian Yearbook, 1931; 1911—Sixty Years of Canadian Progress, 1867- 
1927 (Ottawa, 1927). 

* Canadian Yearbook, 1915. 

* Canadian Yearbook, 1905, 1909, 1913. 

4 Canadian Yearbook, 1913. 


* Board of Inquiry into the Cost of Living, Canada, Report of the Board (Ottawa, 1915), 
Vol. II, Ch. 3. 
4 Buckley, op. cit., p. 141. 


to import of 25 per cent. Buckley’s work also suggests a marginal 
propensity to save of 15 to 20 per cent. We shall use 15 per cent. On the 
basis of slender statistical evidence concerning incremental changes in 
output and capital, some of which is contained in Table I, we set o=.5. 
We assume a one-year gestation period. Annual estimates of fixed capital 
formation are given by Cairncross,”” who obtained them from Buckley. 
This series is an unsatisfactory one to use as “investment” in our model 
on three counts: it is gross, not net; it excludes inventory changes which 
are not available on an annual basis; and it excludes government 
capital formation except in government enterprises. Nevertheless it is 
the best available series. The most serious omission is inventory change; 
the other defects may partly counteract each other. 

Given the actual amount of domestic investment and the assumed 
values for s, m, and a, we may calculate AY, AX and AM for the years 
1900 to 1913. These projections are shown in Table IT. If we take the 
actual value of exports and imports in 1900 as a starting point, we may 
use the calculated changes to project total imports and exports for each 
year of the period. These projections are also exhibited in Table II, 
along with the projected balance on current account (cols. 7-9). 

The projections made on the basis of our simple model may now be 
compared with the actual figures. The latter are given in Table I, cols. 


% A. K. Cairncross, Home and Foreign Investment, 1870-1913 (Cambridge, Eng., 1953), p. 
45. Cairncross’ essay (Ch. 3 in this volume) is an excellent account of the Canadian episode 
1900-1913. He stresses the growth in the economy, but despite his introduction he does not ex- 
plicitly incorporate changes in capacity into the balance-of-payments mechanism. 
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10-12. Actual exports rose in most years, but not so rapidly as did im- 
ports, and the current account deficit widened during the period. Our 
projections display trends similar to those of the actual figures. This 
may be seen in Figure 1, where actual and projected exports and im- 
ports are compared, and in Figure 2, where the actual and projected 
balances on current account are shown graphically. 

The model clearly produces a behavior of exports, imports, and bal- 
ance on current account that corresponds well with the observed experi- 
ence. Explicit allowance for the role of growth in capacity thus supplies 
an explanation for the flaw in conventional analysis. 

Our model is also consistent with the known facts about the state of 
the money market in Canada, whereas the conventional model is not. 
If the causal sequence were to run from an influx of foreign funds to a 
rise in the supply of money, and then to the effects thereby involved, 
it would imply an initial increase (and subsequent additional increases) 
in the supply of funds such that downward pressure would be exerted 
on the interest rate. Money would be easy. This is the direct opposite 
of what we find, however. This was a period of tight money and rising 
rates of interest, which suggests that domestic expansion was at least 
coordinate with the inflow of foreign funds if not the leading cause of 
the observed events. 


Viner was of course aware of Canada’s growth. He refers to a sugges- 
tion put forward by the Dominion statistician, R. H. Coats,” that the 
price behavior and capital inflow might be the results of domestic ex- 
pansion in Canada, but Viner gives this argument short shrift. He says, 
in a curiously dated passage, that: 


If expansion ... in a given country was financed from domestic sav- 
ings, it would simply mean... that those having purchasing power 
were voluntarily shifting their demand from consumers’ goods to pro- 
ducers’ goods and from labor engaged in producing consumers’ goods 
to labor engaged in industrial development. What might be expected 
to happen would be that producers’ goods would rise and consumers’ 
goods would fall in price. The general price level should not be affectéd 
by this change in the character of the demand. On the other hand, if 
the expansion was financed by borrowings from abroad, there would 
still be available the normal supply of consumers’ goods, the extra 
supply of goods and labor necessary for the industria! development 
being provided directly or indirectly by the lending country. Insofar as 
the industrial expansion per se was concerned, there would again be no 
obvious reason why prices should rise more rapidly in this than in other 


2 Board of Inquiry into the Cost of Living, Report of the Board, op. cit. This remarkable state 
document contains a thorough analysis of the nature and causes of Canadian expansion and 
inflation in the period 1900-1913. Emphasis is placed upon the expansion of productive capac- 
ity in explaining the rise of prices and the adverse balance of trade. 
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countries, and there would even be some reason for expecting a relative 
fall in prices.” 


Viner appears to deny that an increase in aggregate demand is possi- 

‘ : ble, even in the short run. He suggests that an increase in demand for 

capital goods can occur only if demand for consumers’ goods is simul- 
“a taneously reduced -except when an inflow of foreign funds occurs 

and thus he sees no way for Canadian industrial expansion to cause 

rising prices or to affect the balance of payments. Our thesis is that the 


' * expansion of aggregate demand may cause incomes and prices to rise 
4 and this, though modified by the expansion of supply, may cause an 
3 Viner, op. cit., p. 249. 
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adverse trade balance to appear. Unless an inflow of foreign capital then 
occurs, the domestic expansion will be halted.” 

Viner recognized that exports did not behave as his theory would 
indicate. He discussed this briefly, but devoted much more space to the 
argument that exports were “checked” by the capital inflow—that is, 
exports rose less than they would have risen in the absence of the 
capital inflow.™ This is a difficult comparison to make, however, because 
the celeris paribus assumption cannot hold. Had the capital inflow not 
occurred, the rate of expansion would have been smaller, productive 
capacity would have grown less rapidly, and exports might have been 
smaller, not larger. If the capital inflow could be separated from the 
process of growth in the Canadian economy, Viner’s argument would be 
valid. Our contention is that the two are inseparable so far as the 
analysis of Canadian experience in this period is concerned, though not 
theoretically. 

Except for his discussion of the “check” and “restrictive effect’’ of 
capital inflow on exports, Viner does not grapple with the fact that 
exports rose in both volume and value. He notes that the theory calls 
for a fall in exports and says: ‘“The general expansion of industry and 
trade operated independently of the influence of the capital borrowings, 
to increase both imports and exports.’ But, since industrial expansion 
and capital borrowing are closely related, as Viner himself recognizes, 
it would seem necessary to incorporate both factors into a theory of 
balance-of-payments adjustment. 

If Canadian investment had risen more rapidly than it did, our 
theory suggests that demand might have risen enough to reduce ex- 
ports. But in such a case capacity would also have risen more rapidly, 
and in time.the supply effects would have caught up with the demand 
effects—-unless, of course, the rate of increase in investment was sus- 
tained. On the other hand, a smaller rate of growth could have been 
achieved with no adverse balance of trade, and hence with no capital 
inflow. 

III. Limitation on Results 


The preceding demonstration that Canadian balance-of-payments 
experience can be explained without reference to price changes will not 
lead us to claim that price movements were of minor importance. No 
such suggestion is made here. Nor is the relatively good fit considered 
to be particularly significant. Both Viner and Meier explicitly rejected 


% We do not insist that domestic expansion must be the leading cause, but merely that it is 
possible. Viner denies the possibility. 

* Viner, op. cit., pp. 261 ff. 

% Ibid., p. 261. 


~ j 


104 THE AMERICAN ECONOMIC REVIEW 


any attempt to use the available statistics for precise analytical pur- 
poses, and we have no wish to venture into this forbidding area. All we 
have shown is that it is possible for Canadian expansion to affect the 
balance of payments in a manner consistent with the observed facts. 
Intermingled with the price and income effects of conventional analysis, 
we suggest that there is a capacity effect whose presence adds to the 
clarity and completeness of the theory. 

Some efforts were also made to analyze other decades of Canadian 
experience and to demonstrate the role of the capacity effect through 
time. In most cases, however, powerful forces were present whose effects 
were so dominant that they obscured the issue. It became ever more 
apparent that Taussig and Viner had indeed chosen an ideal “laboratory 
case”’ for the study. 

For the period 1933 to 1941 it is possible to distinguish the capacity 
effect. Gross investment rose rapidly and steadily in these years, and 
there was a surplus on current account.” Exports rose more than im- 
ports did. The size and changes in the current-account balance were 
consistent with our general hypothesis, and price movements were not 
very substantial. 

The experience following the second world war also seems consistent 
with our theory. Investment has been high and (with occasional excep- 
tions) rising every year. In the early postwar years Canada had a sur- 


plus on current account, and exports steadily rose to match or exceed the 
rise in imports. Later the rate of expansion (and also heavy government 
outlays) outstripped the capacity effect and Canada began to experience 
a deficit on current account and an inflow of foreign capital. Even in 
these years (1950-52) exports continued to rise. 


% National Accounts Income and Expenditure, 1926-1950, Canada, Bureau of Statistics (Ot 
tawa, 1953); The Canadian Balance of International Payments, 1926 to 1948, Canada, Bureau 
of Statistics (Ottawa, 1949). 
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INPUT-OUTPUT COEFFICIENTS AS MEASURES 
OF PRODUCT QUALITY 


By Hans Brems* 


It has long been recognized that the nonprice variables in the theory 
of the firm are at least as important as the price variable. But the road 
to a satisfactory quantitative treatment of those variables has been 
blocked by the following dilemma. Some aspects of product quality and 
selling effort are thought of as being nonquantitative. As far as selling 
effort is concerned, this difficulty traditionally has been overcome by 
using not selling effort itself but selling-effort expenditure, which is 
always quantitative, as the variable to be optimized. If this were a 
satisfactory approach, it could obviously be used for nonquantitative 
aspects of product quality, too. But it is not a satisfactory approach for 
selling effort any more than for product quality, for selling effort and 
product quality are both multidimensional. Moreover, from the point 
of view of demand, alternative dimensions may be substitutional. For 
example, quantity sold might rise if the input of aluminum were to be 
substituted for the input of steel, or if television advertising were sub- 
stituted for magazine advertising. It is not enough, then, to seek the 
optimal total expenditure. Somewhere in the firm, a decision-maker 
must know exactly how far to go in each particular dimension of quality 
and selling effort. 

* The author is professor of economics at the University of Illinois. For encouraging criti- 
cism of earlier drafts of this paper he is grateful to Carl F. Christ, Sven Dané, Robert Dorf- 
man, Wassily Leontief, Nérregaard Rasmussen, Frederick Williams, and Frederik Zeuthen. 

1 Most of the literature fails to answer this question. Chamberlin, in his Monopolistic Com- 
petition, was the first to ask it but felt that the answer would be hampered by the small extent 
to which quality might be reduced to quantitative terms. He now thinks that the extent was 
definitely underestimated in Mono polistic Competition; cf. his “The Product as an Economic 
Variable,” Quart. Jour. Econ., Feb. 1953, LX VII, 8. Four other prominent contributions have 
assumed either that quality and selling effort are both one-dimensional or that the expendi 
ture on quality variation and selling effort can be taken to represent quality itself or selling 
effort itself, i.e., H. v. Stackelberg, “Theorie der Vertriebspolitik und der Qualitatsvariation,” 
Schmollers Jahrbuch, 1939, LXII, 43-85; L. Abbott, “Vertical Equilibrium under Pure Qual 
ity Competition,” Am. Econ. Rev., Dec. 1953, XLII, esp. 830-31; R. Dorfman and P. O 
Steiner, “Optimal Advertising and Optimal Quality,” ibid., Dec. 1954, XLIV, esp. 827, 832; 
and A. Rasmussen, Pristeori eller parameterteori (Copenhagen, 1955), pp. 195, 203. But Stack 
elberg and Dorfman-Steiner clearly saw and solved the substitution problem as between qual 
ity as a whole and selling effort as a whole. A refined graphical solution of the substitution prob- 
lem as between different advertising media was offered twenty years ago by Bérge Barfod, 
Reklamen i teoretish dkonomisk Belysning (Copenhagen, 1937). Two contributions have solved 
the substitution problem as between all the dimensions of quality and selling effort, é., 
T. Scitovsky, Welfare and Competition (Chicago, 1951), n. 7, 259, and my own Product Equi- 
librium under Mono polistic Competition (Cambridge, Mass., 1951), Ch. 5. 
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The present paper suggests that certain assumptions developed by 
Leontief for entirely different purposes may provide a satisfactory solu- 
tion to the dilemma just described. Quality and selling effort can simply 
be defined as a complete specification of the production and distribution 
process of the product in question. Such a complete specification has two 
elements in it. First, a specification of the following form. To produce 
and sell the physical quantity X, per unit of time of the product of the 
jth industry takes the input of the physical quantity x,,; per unit of time 
of the product of the ith industry, including labor, where i=1 - - « m. 
Such inputs are purchasable and have prices attached to them, and they 
should not be confused with their own properties.? A specification of 
the inputs can also be stated in terms of input coefficients as follows. 
To produce and sell the physical quantity X; per unit of time of the 
product of the jth industry takes the input of a, physical units of 
product of the ith industry per unit of product of the jth industry. 

Under Leontiefian assumptions, for a given product, a,; is independ- 
ent of the level of output X,. Precisely for that reason we are free to 
let a,; represent quality and selling effort. If the Leontiefian assump- 
tions were not used, we would not know whether a change in a,; would 
reflect a change in the level of output or would reflect a change in the 
quality of the product or the selling effort accompanying it. Leontiefian 
assumptions exclude the former possibility. Thus a change in the input 
coefficient for labor will always reflect a change in the workmanship of 
the product, a change in the input coefficient for a certain material 
will always reflect a change in the product property depending upon 
that material, say purity, hardness, tensile strength, heat resistance, 
etc. Even for selling effort, in fact, such an approach comes very close 
to the businessman’s mode of thinking. There is some evidence that 
most businessmen try to maintain a constant proportion between adver- 
tising and sales.* They would think of an increase in that proportion as 
more intensive selling effort, of a decrease as less intensive selling effort. 

The second element needed for a complete description of how to pro- 
duce and distribute the product is a specification of the order in time 
of the inputs. Certainly it would do no good to perform the process of, 

7H. B. Chenery, in “Engineering Production Functions,” Quart. Jour. Econ., Nov. 1949, 
LXIII, 507-31, and “Process and Production Functions from Engineering Data,” Studies in 
the Structure of the American Economy (New York, 1953), 297-325, has emphasized the dis 
tinction between the inputs and their properties. The former are purchasable and have prices, 
the latter do not. The former are called “physical inputs” or “economic quantities,” the latter 
are called “engineering variables.” 

2R. W. Jastram, “Advertising Outlays under Oligopoly,” Rev. Econ. Stat., May 1949, 


XXXI, 106-09. Similar findings are reported by the Committee on Price Determination, Na- 
tional Bureau of Economic Research in Cos! Behavior and Price Policy (New York, 1943), 
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say, painting an automobile body by first applying the baked enamel, 
then two primer coats, and finally doing the bonderizing. The timing, 
however, is frequently so obvious that no explicit reference to it is 
found. Such is the case in the Leontief system. 


I. The Model 


Everything now being measurable, we can make the theory of non- 
price competition every bit as quantitative as, say, the theory of pro- 
duction. The following notation will be used: 

a,;= the number of physical units of the product of industry 7 absorbed 

per unit of product of a firm in industry /. 

c, = the number of dollars of cost incurred annually by a firm in indus- 

try j. 

p; =the number of dollars of profits earned annually by a firm in indus- 

try}. 

a, = the price of the input absorbed from industry i, a parameter. 

m,= the price of the output produced by a firm in industry /. 

x,,= the number of physical units of the product of industry i absorbed 

annually by a firm in industry /. 

X,;=the number of physical units of product produced and sold an- 

nually by a firm in industry /. 


Our firm in industry j is assumed to produce only one product and 
to absorb as inputs the products of industry 7, where i stands for m 
industries, including labor. The first fundamental equation needed in 
our analysis is the demand equation faced by the firm: 


(1) X; = Xj(x;, for i = 1-+- m. 


The equation says that demand depends upon price and all the input 
coefficients. Directly, of course, the consumer's attitude is determined 
by his appraisal of the appearance and expected performance of the 
product, but the latter, in turn, are determined by the complete 
specification of the production and distribution process of the product 
as revealed by the list of input coefficients. Doing some violence to 
reality we shall assume that the demand equation (1) is continuous and 
differentiable. 

The second fundamental equation in our analysis is the cost equation, 
also assumed to be continuous and differentiable: 


(2) cy = 


t—] 
where: 


(3) = for i= 
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Equation (2) is a definitional equation. When interpreted in the 
Leontief tradition, equation (3) becomes a behavior equation. In this 
tradition, for a given product, the input coefficient a,; is not allowed to 
vary with the level of output. Only under this assumption are we free 
to let a,, represent quality and selling effort. Taking (2) and (3) together, 
we can write cost as: 


(3a) Cj = X, (w,a,,). 


Finally, we need the definitional equation saying that profits equal 
revenue minus cost: 


(4) py = Cj. 
Il. Quality Equilibrium 


Let us vary one input coefficient a; in isolation, and let us take the 
partial derivative of profits p; with respect to that input coefficient a,;: 


ap; aN, ax; 
inl 
Here, the a,; appearing under the summation sign is the general a,, 
where, as indicated, i=1 - - - m. The three other a,,’s, outside the sum- 
mation sign, represent the specific input coefficient now being varied in 
isolation. 
Now let »,, be the elasticity of demand‘ faced by the firm in industry 
j with respect to the input coefficient a,;. Setting the above partial de- 
rivative equal to zero and rearranging, one gets:® 


OX; ai; 


X; 
> (wiais) 


(5) nj = 


This result can be expressed as follows: The input of the product of 
the 7th industry into the product of the jth industry should be adjusted 
in such a way that the expenditure for that input per unit of output of 
the jth industry divided by the profit per unit of output of the jth 


* Our ni; is not identical with the n, used by Dorfman and Steiner, op. cit., p. 833 and defined 
as the percentage change in demand to the percentage change in average cost, both induced by 
a small change in quality. Comparison of our results with those of Dorfman-Steiner may be 
facilitated by the following comparison of notation: Our quality index is a,;, theirs is x; our 
product price is w;, theirsis p; our demand function is X;= X;(x;, a,;), theirs is g=f(p, x); our 
unit cost is ae (w«a,;), theirs is c=c(g, x). To the extent that our problems are identical with 
theirs, solutions are identical, too, 


5 Cf. Rasmussen, op. cit., p. 203. 
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industry equals the elasticity of demand faced by the firm of the jth 
industry with respect to the input coeflicient a,,. So far, this sounds 
rather complicated; but paradoxically, things get much simpler as the 
analysis is extended. 

That the partial derivative of profits p, with respect to the input 
coefficient aj; is zero is a necessary, but not a sufficient, condition for 
profit maximization. We must also show that the second derivative of 
profits p, is negative, 7.e., that: 

Ps = : (rsa | — < 0. 
0a;;? 0a;;? in] 

Over the relevant range, let it be assumed that the quality-quantity 
relationship can be illustrated by a curve similar to the one shown in 


Oo 
> 
< 
2 
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NUMERICAL VALUE OF  !) 
THE I'TH INPUT COEFFICIENT, 
"QUALITY" 


Ficure 1 


Figure 1. Here, as any input coefficient a,, is increased, quantity X; 
should become less and less responsive to it. Such an assumption is 
reasonable both for quality and for selling effort. While consumers seem 
to appreciate an increase of the horsepower of a passenger car from 150 
to 200, they could not possibly use an increase from 500 to 550. Selling 
effort, no doubt, too can be increased ad nauseam. Consequently, the 
second derivative of X, with respect to a,,; is negative. The expression 
in brackets represents profit per unit of output which is positive. The 
entire first term, then, is negative. In the second term, 7, is positive, 
and up to the point P, the first derivative of X; with respect to ay is 
positive. Consequently, in that range, the entire second derivative of 
profits p; is negative, and we have a true maximum. 

If not one but all dimensions of quality and selling effort are manipu- 
lated, equation (5) holds simultaneously for any i. Write it in the form: 
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Wi 


— Do 
t—1 
Sa = - 
(Sa) ax, 
holding for any i. Consequently, we can write: 


Tm 


(Sb) 
OX; OX; Ox, 


Consisting of m equations, one for each dimension of product and 
selling effort, system (5a) of simultaneous equations represents the 
solution of the substitution problem: How far should quality and selling 
effort be carried in each particular one of the m possible dimensions? 
System (5a) and (5b) could never, of course, have been formulated had 
not every dimension of quality and selling effort been made quantitative. 

Equation (5b) says that in equilibrium, quality has been improved 
and selling effort been intensified, in each of the m possible dimensions, 
until the ratio between the price of an input and the marginal “pro- 
ductivity” of the corresponding input coefficient is the same for all m 
inputs. The similarity to the neoclassical theory of production and dis- 
tribution is evident. But there are two differences. First, “productivity”’ 
is productivity in selling, not just in producing. Second, condition (5b) 
runs in terms of input coefficients, not just inputs. 

Once every dimension of quality and selling effort has been made 
quantitative, a clear meaning can be attached to the concept “quality 
elasticity of demand,” and the concept can be put to good use. We said 
that equation (5) must hold for any 7. Adding together all the m versions 
of the equation one gets: 


tol 


The meaning of this aggregate elasticity H, the sum of all the elas- 
ticities n,;, can be clarified by the following hypothetical operation. Let 
the first input coefficient a,, rise by one-nth of its numerical value and 
watch the effect upon quantity sold X;. Next, let the second input 
coefficient a2; rise by one-nth and watch the effect upon X,. Continue 
in this way all through the m input coefficients. If m is sufficiently large, 
say 1,000, then the order in which we are increasing the a’s does not 
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matter. Consequently, the sum H of all the m elasticities is equal to 
the number of mths by which X,; would rise when at the same time every 
a,,; is increased by one-nth. In this aggregative sense, the concept 
“quality elasticity of demand” does have a clear quantitative meaning. 
Let us now rewrite (6) in the form: 


(6a) >> 

=I 1+H 
which says that in equilibrium, unit cost should be carried, by means 
of quality improvement and intensification of selling effort, up to the 
point where it amounts to the fraction H/(1+H) of the price of the 
product. Equation (6a) runs in terms of unit cost relative to price, pre- 
sumably in accordance with modes of thinking among businessmen, 
rather than in marginalist terms. This, however, should not conceal 
the fact that the present analysis is a thorough-going marginalist one. 
H is a sum of partial derivatives in disguise, consequently equation 
(6a) is an equation of margins. After all it was derived from a summation 
of (5) which, in turn, was based upon profit maximization by partial 
derivation. Equation (6a) includes unit cost only because under 
Leontiefian assumptions unit and marginal costs are equal. The rela- 
tionship expressed by (6a) is shown graphically in Figure 2. 
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Ill. Price Equilibrium 


Let us now vary price 7, in isolation, and let us take the partial de- 
rivative of profit p, with respect to the price z,: 


ax 


«4 P 
On j On; OW 


Now let e be the familiar Marshallian price elasticity of demand 
faced by the firm in industry j. Setting the partial derivative above 
equal to zero and rearranging, one gets: 


vj Wy 


On; X 


(7) 


This result can be expressed as follows: The price 7, of the product 
of the jth industry should be adjusted in such a way that the price z; 
divided by the profit per unit of output of the jth industry equals the 
Marshallian price elasticity of demand with opposite sign. 

That the partial derivative of profits p, with respect to the price z, 
of the product is zero is a necessary, but not a sufficient, condition for 
profit maximization. We must also show that the second derivative of 
profits p, is negative, i.e., that: 


(nas) +2— <0. 


On? On; On; 


Over the relevant range, let it be assumed that the relationship be- 
tween price and quantity sold can be described by a straight line with 
negative slope, cf. Figure 3. In that very special case, the second de- 
rivative of X, with respect to m, is zero. The expression in brackets 
represents profit per unit of output which is positive. The entire first 
term, then, is zero. In the second term, the derivative of X,; with respect 
to m, is negative, so the entire second derivative of profits p, is negative, 
and we have a true maximum. If the price and quantity-sold relation- 
ship were not a straight line but a curve concave to the origin, the sec- 
ond derivative of X, with respect to 7; would be negative, and so both 
terms would be negative. If the relationship were a curve convex to the 
origin, the first term would be positive, but if the convexity were 
moderate, the positive first term would be small and still be outweighed 
by the negative last term. 
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QUANTITY SOLD 


Ficure 3 
Write (7) in the form: 


m 
(7a) r= 14 > 
€ 


which says that in equilibrium, price should be marked up to the point 
where it amounts to e/(1+e) times the unit cost of the product, where 
e is the Marshallian price elasticity of demand for the product. Unlike 
(6a), (7a) is old and familiar.® Like (6a), (7a) runs in terms of unit cost 
relative to price, better understood by the businessman, but is really 


just as marginalist as the former. The relationship expressed by (7a) is 
shown in Figure 4. 


IV. Full Equilibrium 
If price and all dimensions of quality and selling effort are to be 
optimized, equations (6a) and (7a) will both have to be satisfied at the 
same time. Taking them together, one gets: 


(8) e+He —1. 


This very simple result says that in equilibrium, i.¢e., when everything 
has been fully adjusted, the sum of the, price elasticity and the quality 
elasticity of demand, the latter defined in Section II above, should 
equal —1. The relationship expressed by equation (8) is shown graphi 
cally in Figure 5. 

I;quation (8) is a condition for full equilibrium, but in the real world, 
even disregarding ignorance, is it always possible to satisfy it? Under 

6 Joan Robinson, The Economics of Imperfect Competition (London, 1933), p. 54, says that 
monopoly optimum price is equal to marginal cost multiplied by ¢/(e—1). Since (1) her eis the 
numerical value of Marshallian price elasticity, so that e=—e, and (2) under Leontiefian 
assumptions unit and marginal costs are equal, our formula (7a) is identical with Joan Kobin- 
son’s formulation. 
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our assumptions, not unreasonable, it appears to be possible to satisfy 
equation (8). 

First, it was assumed that the quality-quantity relationship could be 
illustrated by a curve similar to the one shown in Figure 1. Here, as any 
input coefficient a,, is increased, quantity X,; should become less and 
less responsive to it. This being true of all input coefficients, at low 
numerical values of all the a,,’s, the quality elasticity of demand, H, 
will be high but will become progressively lower, the higher the a,,’s. 
Eventually it will turn negative (cf. point P in Figure 1). 

Second, it was assumed that the relationship between price and 
quantity sold could be approximately described by a straight line with 
a negative slope (Figure 3). Here the Marshallian price elasticity of 
demand, e, at a high price 7; will be numerically in excess of unity and 
will be progressively higher, the higher the price. At a low price 7; it will 
be numerically less than unity and will numerically become progres 
sively lower, the lower the price. 

If these assumptions can be accepted, there is a solution satisfying 
equation (8). If the firm finds itself in the region A, where e+H > —1, it 
will be able to approach the line marked e+H= —1 in Figure 5 simply 
by raising both its price and its quality, still seeing to it that the system 
of equations (5a) is satisfied. In Figures 6 and 7 the effects of such 
simultaneous raising of price and quality are indicated. Figure 6 shows 
the usual price-quantity relationship. Raising the quality of the product 
will shift the price-quantity curve upwards. But since the quality elas 
ticity of demand, H, has been assumed eventually to become progres 
sively lower as aj, rises, the demand curve must shift less and less than 
in proportion as a,; rises. Eventually, raising price and quality simul- 
taneously must take us into an area in which the price elasticity 
of demand is numerically extremely high. 

Figure 7 shows the corresponding phenomenon on the quality side. 
Raising the price of the product will shift the quality-quantity curve 
downward. But since the price elasticity of demand, ¢, has been assumed 
eventually to become numerically progressively higher as 7, rises, the 
demand curve in Figure 7 must shift more and more than in proportion 
as m, rises. Eventually, raising price and quality simultaneously must 
take us into an area in which the quality elasticity of demand is ex 
tremely low. But if the negative price elasticity e becomes numerically 
higher and higher, and if the positive quality elasticity H becomes lower 
and lower, a point must eventually be reached in which equation (8) 
is satisfied. 

Similarly, if the firm should find itself on the other side of the line 
marked e+H= —1, 1.¢., in region B (Figure 5), where < —1. The 
firm can approach the line by reducing its price and its quality, again 
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seeing to it that the system (5a) is satisfied. Price elasticity will go down 
numerically, and quality elasticity will go up. 

On a priori grounds, one cannot rule out the possibility of several 
points existing at the same time satisfying equation (8). Suppose we 
have found one such point, located upon the line shown in Figure 5. 
Suppose, then, that we raise the quality and reduce the price of the 
product. Figure 8 shows the price-quantity relationship. Raising the 
quality of the product will shift the price-quantity curve upwards. But 
since the quality elasticity of demand, H, has been assumed eventually 
to become progressively lower as a,; rises, the demand curve must shift 
less and less than in proportion as a,; rises. Eventually, therefore, 
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therefore, reducing price but raising quality simultaneously must take 
us into an area in which the price elasticity of demand is numerically 
quite low. 

Figure 9 shows the corresponding phenomenon on the quality side. 
Reducing the price of the product will shift the quality-quantity curve 
upward. But since the price elasticity of demand, e, has been assumed 
eventually to become numerically progressively lower as 7, falls, the 
demand curve must shift less and less than in proportion as 7, falls 
Eventually, reducing price but raising quality simultaneously may thus 
take us into an area in which the quality elasticity of demand is also 
quite low, while equation (8) is still satisfied. 


V. Limitations and Conclusion 


The Leontiefian assumption that for a given product, a,, is independ- 
ent of level of output represents our first limitation. It should be noted, 
however, that two restraints on the firm included in the model do oper- 


118 THE AMERICAN ECONOMIC REVIEW 


ate somewhat like diminishing returns in the production function: first, 
the assumption that as price mw, is lowered, the numerical price elasticity 
will become progressively lower; and second, the assumption that as the 
input coefficient a,; is increased, quantity sold X,; will become less and 
less responsive to it. 

Like the static Leontief model, our model is ill-equipped to cope with 
those inputs that consist in the services rendered by durable capital 
stock. In a treatment of product quality this kind of input is likely to 
be quite important. Quality can be manipulated not only by varying 
workmanship or materials but also by varying the shape of things. 
Tools and dies will then have to be discarded and new ones installed. 
Such tools and dies will introduce the problem of indivisibilities, and 
they may well force us to abandon our assumption that the demand 
and cost functions are continuous and differentiable. 

Another obvious limitation is the static profit-maximization assump- 
tion and the complete exclusion of rivals and their behavior, expected 
and real. 

These limitations are common to most treatments of nonprice compe- 
tition. The decisive difference between the approach suggested here 
and other approaches is that the adoption of the Leontiefian input- 
output coefficients as measures of: product quality and selling effort 
will make the theory of nonprice competition every bit as quantitative 
as, say, the theory of production, Empirical research, so urgently 
needed in this field, may be expected to benefit greatly from such 
quantification. 


7 
id 


PROFESSOR HICKS’ REVISION OF DEMAND THEORY 
A Review Arlicle 


By Fritz Macuiup* 


The ‘‘demand theory” which Hicks is revising in his new book! is that of 
the first three chapters of his Value and Capital,’ published in 1939. The 
original version was 42 pages long, the revision covers 194 pages. The new 
version goes deeper into the “foundations” and is more than patient in its 
“elaborations.” 

Among the chief reasons for undertaking the revision are the ascendancy 
of Samuelson’s “revealed preference” approach (about which Hicks is 
sceptical), certain developments in the mathematical set theory of ‘‘strong”’ 
and “weak ordering” (of which Hicks gives a presentation which avoids 
mathematics), the discovery of a more closely reasoned derivation of the 
law of demand from a few simple propositions of logic, and the realization 
of some mistakes in his earlier treatment of consumer's surplus and com- 
plementarity. 

The book falls into three parts: I. “Foundations”; II. ‘The Demand for 


a Single Commodity”; III. ‘‘The General Theory of Demand.” There is no 
treatment of the ‘‘welfare side’ of demand theory, nor of its empirical- 
statistical side, the book being confined to the deductive aspects of what 
Hicks calls “‘Plain Economics.” He promises to present us with a statement 
of welfare economics at some later time. But empirical demand analysis, 
being ‘‘concerned with the statistical application of the theory rather than 
with the theory itself,”’ is regarded by Hicks as outside his field (pp. vi-vii). 


Yet, “econometric application” is to him an important test, for ‘‘a theory 
which can be used by econometrists is to that extent a better theory than 
one which cannot” (p. 3). 

A brief chapter is devoted to the rejection of (even hypothetically) meas- 
urable utility. Hicks holds that in the more elementary parts of the theory 
the assumption of cardinal utility neither helps nor hinders, but ‘in the 
more difficult branches cardinal utility becomes a nuisance” (p. 9). If one 
rejects, as one probably is forced to by rather simple reflection, the hypoth- 
esis of independent utilities, and if one grants the usefulness and _ possi- 
bility of dividing the effects of price changes into those of substitution and 
of changes in income, one has in effect eliminated cardinalism from the 
argument (pp. 11-15). Perhaps Hicks wanted to go further, for he elimi- 


* The author is professor of political economy at the Johns Hopkins University 

' J. R. Hicks, A Revision of Demand Theory (Oxford: Clarendon Press. 1956. Pp. vii, 196 
$3.75.) 

2 J. R. Hicks, Value and Capital (Oxford, 1939). 
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nated even the word “utility” from most of the rest of the book. But is this 
more than a terminological gesture? The pages are full of “levels of indif- 
ference,” which after all are not really different from levels of satisfaction or 
utility; several times the term “real income”’ is used as an equivalent (e.g., 
p. 80); and finally there is much discussion of ‘‘the consumer’s valuation” 
of units of goods, ‘average valuation” as well as ‘‘marginal valuation,” 
of the practical unimportance of ‘“‘cases of increasing marginal valuation,” 
of the position of equilibrium where the consumer’s marginal! valuation of a 
good is equal to its price (pp. 89-90), of the theorem of the ‘Additivity 
of Marginal Valuations” and the ‘‘yeneralized law of Diminishing Marginal 
Valuation” (p. 153). I cite this list without any critical intent; on the con- 
trary, | approve the introduction of new terms where it is desired to avoid 
some of the connotations associated with old terms. But the old-fashioned 
utility theorists, cardinal, semicardinal, as well as ordinal, may note with a 
sense of satisfaction that the “newfangled” techniques are not so very far 
removed from their good old ways. 

The methodological position underlying Hicks’ approach is eminently 
sound. He is free from positivist-behavioristic restrictions on the study of 
consumers’ behavior, and he also avoids contentions about the supposedly 
empirical assumptions regarding rational action. Instead, he starts from a 
fundamental postulate, the “preference hypothesis.”” Faced with factual 
data about quantities of commodities purchased and with the task of ex- 
plaining changes in these quantities, the economist has at least three possi- 
bilities: explanations in terms of nonprice data, explanations in terms of 
effects of current price changes, and explanations in terms of lagged effects 
of price changes. No matter which of the explanations seems most pertinent, 
one “needs a technique for separating out the current-price effects from the 
others,” and for this purpose one needs a theory ‘‘which will tell us some- 
thing about the ways in which consumers would be likely to react if varia- 
tions in current prices and incomes were the only causes of changes in con- 
sumption.” Thus we must proceed “by postulating an ideal consumer, who 
by definition is only affected by current market conditions. . . . The assump- 
tion of behaviour according to a scale of preferences comes in here as the 
simplest hypothesis ...” (p. 17). No direct test of the preference hypoth- 
esis is practically possible (pp. 17 and 58). It is a postulate accepted be- 
cause of its fertility in deduced “consequences that can be empirically 
applied” in the sense that they are successful in aiding ‘‘the arrangement of 
empirical data in meaningful ways” (pp. 17-18). 


I. The Logic of Weak Ordering and the Elementary Law of Demand 


Since the “demand theory, which is based upon the preference hypothesis: 
turns out to be nothing else but an economic application of the logical theory 
of ordering” (p. 19), the reader will first have to take the lesson Hicks offers 
on the “logic of order.”” He must learn the difference between strong 
ordering, where each item has a place of its own in the order, and weak 
ordering, where some items may be clustered in a group within which none 
can legitimately be put ahead of the others. (The indifference curve, he is 
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told, implies weak ordering inasmuch as all the points on that curve are 
equally desirable, whereas the ‘‘revealed preference’? approach implies to 
Hicks that the positions between which choice is actually made can be 
strongly ordered.) Hicks teaches this lesson in logic in a relatively painless 
way, using chiefly examples involving the consistency and transitivity of 
propositions about the spatial positions of certain things to the left or right 
of one another. Without graphical support, his examples of “items left of P”’ 
and “items right of P” (pp. 26-35) may trouble readers who are alert to the 
possibility that Q may be left or right of P depending on the position of the 
observer or on the direction in which P or Q is facing. Forgetting this rela- 
tivity of right and left, readers may learn, as Hicks wants them to, the 
distinctions between, and applications of, ‘‘two-term consistency condi- 
tions” and “transitivity conditions.” And the most flexible, studious and 
docile of the readers may actually keep these conditions in mind ready to be 
produced to demonstrate certain theorems of demand theory. Older teachers 
of theory, including the present reviewer, will probably forget enough of 
these lessons to force them to stick with their accustomed didactic tech- 
niques. 

In the explanation of the consumer’s choice between two goods which are 
available only in discrete units, the theory of strong ordering seems superior. 
But where the choice is between any good which may be imperfectly divis- 
ible and money which is finely divisible, the possibility of equally desired 
combinations must be accepted and “strong ordering has to be given up” 
(p. 41). Weak ordering implies that rejected positions need not be inferior 
to a position actually chosen, but may have been indifferent; hence, actual 
choice fails to reveal definite preference. But, adopting the weak-ordering 
approach, committing ourselves to some degree of continuity (justified by 
the divisibility of money or general buying power), we must make two addi- 
tional basic assumptions ‘‘to get any farther’’: that the consumer will always 
prefer a larger amount of money to a smaller amount and that his preference 
order is transitive. Hicks has no objections to these assumptions, and I have 
none either. 

From the logic of weak ordering and the two additional assumptions just 
stated all major propositions of the theory of consumer’s demand can‘ be 
deduced. Hicks proceeds to do this first for the demand for a single com- 
modity, that is, for the behavior of a consumer “‘confronted with a market 
in which the price of no more than one good is liable to change” (p. 47). 
The primary task is to derive the law of demand, that is, ‘‘the principle 
that the demand curve for a commodity is downward sloping” (p. 59). The 
technique chosen is that ‘‘of dividing the effects of a price-change into two 
parts’: income effect and substitution effect. The latter “can be deduced 
from consistency theory.” The income effect, according to Hicks, rests on 
observation; but he might just as well have said that it rests on the defini- 
tions of “normal” and “inferior” goods. (Observation comes in only to 
support the proposition that the income-elasticities of demand are nonzero 
for most goods, and positive if the goods are broadly defined.) The substitu- 
tion effect, as Hicks demonstrates, tends to increase the consumption of a 
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good at a reduced price. The income effect will do the same, except for 
inferior goods. Hence, an exception to the law of demand—the Giffen case— 
can occur only when the good is inferior (‘‘with a negative income-elasticity 
of significant size’), the substitution effect is small, and the proportion of 
income spent upon the inferior good is large (pp. 66-67). 


II. A Family of Hypothetical Income Variations 


The division of the effects of a price-change into substitution and income 
effects is arbitrary to the extent that the income effect is the hypothetical 
effect of a hypothetical change in income by an amount deemed commen- 
surate to the price change. For separating out the two effects Hicks presents 
two alternative methods, neither of which corresponds to the one he pre- 
sented in his earlier book. Since, to follow him, we have to manipulate three 
different income effects and two related concepts of consumer’s surplus, a 
catalogue of the alternative concepts of relevant income variations and a 
graph showing the relevant indifference curves and budget lines will be 
useful. (Figure 1 uses indifference curves, which Hicks avoids in his book. 
There are no indifference curves in any of his 22 graphs, though there are 
points that are defined as representing “indifferent positions.”) Since the 
relative magnitudes of the various hypothetical variations of income de- 
pend on whether the good whose price is reduced or increased is a normal 
or an inferior one, we must state what we assume: we assume the good to be 
normal, 


Alternative Concepts of Income Variations Measuring Some Relevant 
; Effects of Price Changes upon the Consumer 


ice Pertaining to Price Reductions Pertaining to Price Increases 


The cost difference P |for Paasche] (shown 
as FJ in Figure 1) equals the amount of a 
lump-sum subsidy which the consumer, fol- 
lowing an increase in the price of X, would 


: The cost difference L {for Laspeyre] (shown 
as FG in Figure 1) equals the amount of a 
lump-sum fax which the consumer, following 
a reduction in the price of X, would have to 


pay in order to be able to purchase just the 
same quantities, and no more, of X and of all 
other goods that he purchased before the 
price reduction. 


The compensating income variation (shown 
as FH in Figure 1) equals the amount of a 
lump-sum fax which the consumer, after a 
reduction in the price of X has caused him to 
purchase a larger quantity of X at the lower 
price, would have to pay in order to be pushed 
back to the same indifference level that he had 
attained when he purchased a smaller quan- 
tity of X at the higher price—provided that 
he is permitted after paying the tax to ad 
just again (reduce by B’C’) the quantity of 
X purchased. 


have to receive in order to be able to pur- 
chase just the same quantities, and no less, of 
X and of all other goods that he purchased 
before the price increase. 


The compensating income variation (shown 
as FJ in Figure 1) equals the amount of a 
lump-sum subsidy which the consumer, after 
an increase in the price of X has caused him 
to purchase a smaller quantity of X at the 
higher price, would have to receive in order to 
be lifted back to the same indifference level 
that he had attained when he purchased a 
larger quantity of X at the lower price— 
provided that he is permitted after receiving 
the subsidy to adjust again (increase by A’E’) 
the quantity of X purchased. 
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The compensating consumer's surplus 
(shown as FS in Figure 1) equals the amount 
of a lump-sum fax which the consumer, after 
a reduction in the price of X has caused him 
to purchase a larger quantity of X at the 
lower price, would have to pay in order to be 
pushed back to the same indifference level 
that he had attained when he purchased a 
smaller quantity of X at the higher price— 
provided that he is not permitted after paying 
the tax to adjust again (reduce) the quantity 
(OB’) of X purchased. 
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The compensating consumer's surplus 
(shown as FT in Figure 1) equals the amount 
of a lump-sum subsidy which the consumer, 
after an increase in the price of X has caused 
him to purchase a smaller quantity of X at 
the higher price, would have to receive in 
order to be lifted back to the same indiffer- 
ence level that he had attained when he pur- 
chased a larger quantity of X at the lower 
price—provided that he is not permitted after 
receiving the subsidy to adjust again (in- 
crease) the quantity (OA’) of X purchased 


p' 


c' 


Figure 1 


The equivalent income variation (shown as 
F/I in Figure 1) equals the amount of a lump- 
sum subsidy which the consumer, after pur- 
chasing a certain quantity of X at a given 
price, would have to receive in order to be 
lifted up to the same indifference level that he 
would attain if a reduction in the price of X 
caused him to purchase a larger quantity of 
X at the lower price—provided that he is per- 
mitted after receiving the subsidy to adjust 
(increase by A’E’) the quantity of X pur- 
chased. 


The equivalent income variation (shown as 
FH in Figure 1) equals the amount of a lump 
sum fax which the consumer, after purchasing 
a certain quantity of X at a given price, 
would have to pay in order to be pushed down 
to the same indifference level that he would 
attain if an increase in the price of X caused 
him to purchase a smaller quantity of X at 
the higher price-—provided that he is permitted 
after paying the tax to adjust (reduce by 
B’C’) the quantity of X purchased. 
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The equivalent consumer's surplus (shown 
as FT in Figure 1) equals the amount of a 
lump-sum subsidy which the consumer, after 
purchasing a certain quantity of X at a given 
price, would have to receive in order to be 
lifted up to the same indifference level that 
he would attain if a reduction in the price of 
X caused him to purchase a larger quantity 
of X at the lower price—provided that he is 
not permitted after receiving the subsidy to 
adjust (increase) the quantity (OA’) of X 


The equivalent consumer's surplus (shown 
as /’S in Figure 1) equals the amount of a 
lump-sum fax which the consumer, after pur- 
chasing a certain quantity of X at a given 
price, would have to pay in order to be 
pushed down to the same indifference level 
that he would attain if an increase in the price 
of X caused him to purchase a smaller quan- 
tity of X at the higher price—provided that 
he is not permitted after paying the tax to 
adjust (reduce) the quantity (OB’) of X pur- 


purchased. chased. 


We have here five different income variations relevant to price reductions, 
and five relevant to price increases; since four of the latter have counterparts 
among the former of equal size (though of opposite signs) we have six dif- 
ferent magnitudes. Let us defer the discussion of the four consumer’s 
surpluses— of two sizes—-and deal first with the three pairs of income varia- 
tions called “cost differences,” ‘“‘compensating variations,” and ‘‘equivalent 
variations.”’ (All these terms are of Hicksian coinage.) 


A. The Three Pairs of Income Effects and Substitution Effects 


First of all, why, for the case of a price reduction, are two of the income 
variations visualized as taxes and one as a subsidy? The point is that the 
imaginary subsidy is to be given instead of the price reduction 
“equivalent variation of income.’”’ The two imaginary taxes, on the other 


hence, an 


hand, are to be imposed, afler the price reduction becomes effective, in 
order to undo some of the effects of that reduction, the one by taking away 
enought to offset the gain in total utility obtained through the price reduc- 
tion— hence, a ‘compensating variation of income’’—the other to take away 
enough to offset the money saving made in buying the old quantity at the 
reduced price— hence a ‘“‘cost difference a la Laspeyre.’* The relative sizes of 
the three income variations should now be clear (for the case of a price re- 
duction of a normal good). The cost difference is the smallest; the com- 
pensating variation must be bigger in order to offset the gain the consumer 
could make through adjusting his purchases after paying the cost-difference 
tax; the equivalent variation must be bigger still because no price reduction 
and no substitution have yet taken place. 

The income effect of a price reduction of a “‘normal”’ good is, of course, 
positive. How then can imaginary taxes, or income reductions, describe it? 
The trick is that the imaginary taxes are to be thought of as immediately 
followed by imaginary tax refunds, and these refunds are regarded as the 
income effect. First we tax the consumer (thus eliminating the income 


3 Since the latter tax would seize only what the consumer could save if he purchased the old 
collection of goods, and would thus leave it open to him still to improve his position (by sub 
stituting more of the cheapened good for other goods), it was once referred to as an “‘under- 
compensating variation of income.” See P. A. Samuelson, “Consumption Theorems in Terms 
of Overcompensation rather than Indifference Comparisons,” Economica, Feb. 1953, N.S. 
XX, 1-9.—Samuclson discussed a price increase and, hence, an “overcompensating”’ variation 


of income, since the Paasche cost difference would be larger than the compensating variation. 
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effect) and see how he would adjust his purchases to the price reduction 
the substitution effect in isolation—and then we refund the tax to see how 
he would spend this increase in income. The order is reversed when the 
equivalent variation is used: we first eliminate the substitution effect and, 
by giving the consumer a subsidy and watching him adjust his consumption 
to it, we isolate the income effect; then we take the difference between this 
subsidized consumption level and the one induced by the uncompensated 
price reduction as the substitution effect.‘ 

The three methods trace three different paths from position A to position 
B (see Figure 1). The equivalent variation sends us via FE, the compensating 
variation via C, and the cost difference via L. Students of Hicks’ Value and 
Capital may remember that they were told to take the E-route.® In my re- 
view article of 1940 I proposed the L-route.® Strangely enough, Hicks forgot 
both my directions and his own. He now (p. 61) attributes the L-route to a 
1953 article by Samuelson,’ and states that he himself had adopted the C- 
route.* He recommends the C and L routes as alternatives, though he finds 
the C-route less convenient in relation to the income effect and more con- 
venient in relation to the substitution effect (p. 69). The E-route, once the 
only one described in this context, he now finds least convenient (p. 80). 

The effect of the price reduction upon the consumption of X is invariably 
A’ B’, but with the different imaginary intermediate points the substitution 
effects are A’C’, A’L’, or E’B’, respectively, and the respective income ef- 
fects are C’B’, L'B’, or A’E’. If we reverse the direction of change and de- 
scribe the effects of a price increase, we sce that the equivalent variation 
will be found through C as the intermediary point, and the compensating 
variation through E, while the cost difference, now @ la Paasche, will have a 
new point, P, as a half-way place. The relative sizes of the income variations 
are rather different from what they were before: the equivalent variation is 
now the smallest, the compensating variation is bigger, and the cost differ- 
ence is the biggest (this time deserving the Samuelson designation as ‘‘over- 
compensating” variation). The substitution effects upon the consumption 
of X will now be B’E’, B’ P’, or C’A’, the income effects FE’ A’, P’A’, or B’C’. 


4 This asymmetry in procedure is apt to cause confusion regarding the signs of the income 
effects. It is already a little strange that we, following Hicks, speak of a positive income effect 
when a negative change of price causes a positive change in the consumer’s real income. It 
may be confusion worse confounded if we, departing from Hicks but following common sense, 
mark imaginary taxes with negative signs, and imaginary subsidies with positive signs, and 
yet use both in the explanation of a “positive” income effect. Consistency is hard to restore 
in this matter and I can do no better than warn the reader about the deceptive signs. 

6 Op. cit., p. 31. 

® Fritz Machlup, “Professor Hicks’ Statics,” Quart. Jour. Econ., Feb. 1940, LIV, 280-82 

7 See footnote 3, above. Samuelson informs me that the method was already used in Slutsky’s 
article, “Sulla teoria del bilancio del consumatore,” Giorn. d. Econ., July 1915, LI, 1-26, was 
then repeatedly described in the index-number literature, and was alluded to by Hicks himself 
in the Mathematical Appendix to Value and Capital, p. 309. An English translation of Slutsky’s 
article is available in Readings in Price Theory, G. J. Stigler and K. FE. Boulding, ed. (Home- 
wood, 1952) 

8 Hicks probably thinks of his exposition of consumer’s surplus, for which he had used the 


C-method. 
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B. The Four Consumer's Surpluses 


In Value and Capital the compensating variation in income figured as the 
consumer’s surplus. “But this was a mistake,’’ which Hicks corrected in 
his article on ‘The Four Consumer’s Surpluses’’® and corrects now again 
(p. 96). The “mistake” is easy to make and hard to clear up. There are, 
as Hicks now takes pains to explain, two angles from which demand theory 
can be viewed: one may ask either what quantities would be consumed at 
certain prices, or what maximum prices would be paid for certain quantities. 
Hicks accordingly distinguishes ‘“‘price-into-quantity analysis” and ‘“quan- 
tity-into-price analysis” (p. 83). The former is best understood by visualiz- 
ing the consumer as a pure competitor in the market, free to purchase at a 
given price any quantity he chooses. For the other approach we have to 
imagine the consumer in a market where goods are rationed out to him, 
where he may have to pay discriminatory prices for every unit or at least 
for additional units of the commodity, or where he may be compelled to 
take certain quantities. The question what is the maximum amount of 
money the consumer might be willing to pay for a certain quantity can be 
answered only if we do not permit him to take less than that quantity at 
that price, as he would if he had his choice. Since consumer’s surplus is the 
excess of this maximum over the actual price paid, its definitions have to 
provide for some such restraint concerning quantity purchased. 

These restraining provisions were made in the descriptions of the four 
concepts of consumer’s surplus included in our catalogue of alternative 
concepts. And these restraints account also for the size relations between 
the various income measures. The definition of the compensating consumer’s 
surplus fixes the quantity that was chosen at the changed price and does not 
permit it to be adjusted when a compensating tax or subsidy reduces or 
raises the consumer back to the indifference level he had attained before the 
price change. The definition of the equivalent consumer’s surplus freezes 
the quantity that was chosen before the price change and does not permit 
it to be adjusted when an equivalent subsidy or tax lifts or depresses the 
consumer to the indifference level he would attain as a result of the price 
change. Hence, in the case of a price reduction, the compensating consumer’s 
surplus must be smaller than the compensating variation because a tax in 
the amount of the latter, with no quantity readjustment permitted, would 
reduce the consumer below the initial indifference level. (In Figure 1, if the 
consumer were assessed a tax of FH and were compelled to take the quan- 
tity OB’, he would be worse off than initially. If he is to stay on the initial 
indifference level, U,, he cannot pay more than BB’ =FS as a compensat- 
ing-surplus tax.) Similarly, the equivalent consumer’s surplus must be 
larger than the equivalent variation because a subsidy in the amount of the 
latter, with no quantity adjustment permitted, would fail to lift the con- 
sumer to the indifference level that the price reduction would afford him. 


* J. R. Hicks, “The Four Consumer’s Surpluses,” Rev. Econ. Stud., 1943-44, XI, 31-41. 
Hicks gives due credit for “discovering” the mistake to A. M. Henderson, ““Consumer’s Sur- 
plus and the Compensating Variation in Income,” Rev. Econ. Stud., 1940-41, VIII, 117-21. 
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(In Figure 1, if the consumer were given a subsidy of only F/ and were held 
to a quantity of OA’, he would not reach the indifference level U3; it would 
take a subsidy in the amount of AA” = FT to get him there.) 


C. Arithmetic and Graphical Illustrations 


The quantitative relationships expressed here in written language and 
shown geometrically in an indifference graph may be profitably reviewed 
by an arithmetic illustration—although to admit the usefulness of such 
simple devices takes courage in these days of high-powered mathematical 
techniques. Let us then assume a simple demand schedule with just two 
prices of a normal good; let us calculate the cost-differences L and P, and let 
us assign arbitrary but plausible values to the other income variations rele- 
vant to movements between these two points of the demand schedule. The 
demand schedule is reversible and, depending on the direction of the change, 
each price-quantity pair will in turn constitute the “initial position.” 


DeMAND SCHEDULE FOR Goop X 


Price Quantity Amount Paid 
10¢ 1000 $100.00 
%¢ 1150 103.50 


As Price Is Reduced | As Price Is Increased 


Relevant Variations Dollar | Dollar 


Amount Fig. 1 | Amount 


Change in expenditure for X +3.50 | MN 3.50 
Cost difference of initial quantity — 10.00 FG +11.50 
Compensating income variation a FH +11.00 
Equivalent income variation P | FI —10.50 
Compensating consumer’s surplus a FS +11.25 
Equivalent consumer’s surplus fe FT —10.25 


Note: The inconsistencies in the signs are discussed on p. 125 above. The graph (Figure 1). 
is not drawn to correspond to the dollar amounts used in this illustration 


Yet another device will aid in exhibiting the income effects and the sub- 
stitution effects “operating” upon the quantity of X¥ consumed as a result 
of the reduction or increase in price. We may draw for the two prices a 
family of ‘‘uncompensated”’ demand curves, each with income as a param- 
eter. Disreyarding the four consumer’s surpluses (because they are less 
helpful in ‘‘price-into-quantity analysis’) we shall need four demand curves 
besides the one for the initial income Y: two for incomes after taxes, (Y 
— 10.00) and (Y—10.50) and two for incomes after subsidies, (V+ 11.00) 
and (Y + 11.50), as shown in Figure 2. Using the above demand schedule for 
income Y and connecting the initial positions A (for the price reduction) 
and B (for the price increase) with the relevant points on the other demand 
curves, we can identify AC and AL as the two “compensated demand 
curves” for the price reduction, one after the tax to offset the utility gain, 


| MN 
| FJ 
| Fl 
| FH 
FT 
FS 
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the other after the tax to offset the cost difference; and BE and BP as the, 

wo “compensated demand curves” for the price increase, one after the 
subsidy to offset the utility loss, the other after the subsidy to offset the 
cost difference. 

We can again trace the effects of the price changes along alternative 
routes: ACB, ALB, and AEB for the price reduction, BEA, BPA and BCA 
for the price increase. The alternative substitution and income effects upon 
the consumption of X can be read off the graph as follows: 


Substitution Income 
Cause Route Effect Effect Total 
Price reduction from ACB AC= 7Sunits| CB= 75units| AB= 150 units 
10¢ to 9¢ ALB AL= 100 units | LB= 50 units | AB= 150 units 
AEB EB= Wunits| AE= GOOunits | 150 units 
Price increase from BEA BE=—90 units | EA =—60 units | BA = —150 units 
9¢ to 10¢ BPA BP=—70 units | PA =—80 units | BA = —150 units 


BCA | CA=—7S units | BC=—75 units | BA =—150 units 


D. Marginal Valuation 


For the “‘quantity-into-price” approach we must become better ac- 
quainted with “marginal valuation” and the “compensated marginal valua- 
tion curve.” Hicks had introduced this ingenious device in his 1944 article 
under the name of ‘‘marginal indifference curve.” (At that time he used the 
term “marginal valuation curve” for a curve which is now stowed away in 
the attic with other old gadgets.) The new marginal valuation curve is 
presented together with a corresponding average valuation curve. (These 
curves look exactly like the well-known marginal and average product curves, 
with which they in fact have much in common.) The compensated marginal 
valuation curve is designed to show “the amounts of money which the 
consumer is willing to pay for successive units of the commodity X” pro- 
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vided that he “pays the full marginal valuation of each unit before making 
his valuation of the next”’ (p. 86). 

What is the difference between the compensated marginal valuation 
curve and the compensated demand curve? The latter shows the quantities 
consumed at each price “under the assumption that income is continuously 
adjusted so as to maintain indifference of the successive positions” (p. 76). 
The difference is, essentially, that a marginal valuation curve may go up 
before it goes down, whereas the compensated demand curve can only go 
down. Any rising part of the marginal valuation curve will not, however, be 
of practical interest if the consumer can purchase as much as he wants. His 
demand will be “zero until price falls to his maximum average valuation” 
(p. 88), and at lower prices the quantities taken will be such as to secure 
equality between marginal valuation and price.'® 


III. The General Theory of Demand 


After graduating from the study of “elementary” theory of demand— 
“in which the price of no more than one good is liable to change” (p. 47)— 
we advance to the study of the “general” theory—-in which “more than one 
price-ratio is allowed to vary” (p. 107). At the outset Hicks makes us exer- 
cise with a “Second Consistency Test,” only to conclude that this approach 
“is not promising” (p. 112). Instead, he puts us to work with so-called “in- 
difference tests.’ (His penchant for giving a new name to every step in the 
argument leads to a bewildering proliferation of terms, which few will care 
to remember even if they should be able to do so.) The “first indifference 
test” says no more than “that as between two indifferent positions, the 
compensating variation C is less or equal to the cost-difference 7,’ the 
Paasche cost-difference ; ‘‘the second indifference test is expressed by saying 
that when we are comparing two indifferent positions, C must be greater 
or equal to L,” the Laspeyre cost-difference (p. 116). These are merely new 
names for old ideas (which I had expressed in my 1940 article). But from 
these “‘tests’’ Hicks is able to deduce that the substitution effect of a price 
reduction must be positive (or zero, at worst). For, without income effects 
P—L=S, that is, the positive substitution effect is implied in the excess of 
the Paasche cost-difference over the Laspeyre cost-difference. 


10 T must briefly report on Hicks’ reflections concerning the Giffen case and his discovery of 
an “anti-Giffen case” (p. 92). Just as the Giffen possibility rests on exceptionally strong in 
come effects upon the consumption of exceptionally “strongly inferior” goods, the anti-Giffen 
possibility rests on exceptionally strong income effects upon the marginal valuation of “strongly 
norma!” goods, possibly causing the marginal valuation curve to slope upward for another 
stretch. But the possibility is only of theoretical interest and of little, if any practical impor- 
tance. The probability of sufficiently strong income effects is negligible, especially since what 
counts in practice are not single consumers, but large groups of consumers heterogeneous in 
tastes as well as incomes (pp. 67-68). But in addition Hicks shows that stretches of Giffen 
slopes would not provide equilibrium positions and would be quickly passed in swift move 
ments of prices (or of quantities, in the anti-Giffen case). Thus, even if these unlikely situations 
should exist, they “would not show up,” for “All that would be seen. . . would be a fall in 
price,” and “We should not be able to tell that the law of demand was failing to operate, for 
the effects of that condition would be indistinguishable from the effects of a demand that was 
extremely inelastic” (p. 94); or especially elastic in the anti-Giffen case. 
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Where two or more prices change at the same time, the ‘“Total Substitu- 
tion Effect” is the sum “of the differences in quantity consumed of each 
good, each being valued at the corresponding difference in price” (p. 117). 
If price reductions are ‘“‘reckoned as positive,” and price increases as nega- 
tive, ‘‘the total substitution effect of any price-change, however complex” 
must always be positive (or zero). This is christened “the First Substitu- 
tion Theorem”’; it contains “the downward slope of the compensated de- 
mand curve as a special case’’ (p. 117). To put it differently, when a com- 
pensating variation in income has made two constellations of prices and 
quantities equally desirable, the price reduction of X times the quantity 
increase of X, plus the price reduction of Y times the quantity increase of 
Y, plus etc., can never be negative. 

From the “transitivity of indifference” follows ‘‘the additivity of compen- 
sating variations,” as Hicks demonstrates in easy steps. Soon thereafter he 
makes the nonmathematical readers feel happy by assuring them that they 
have just been introduced to a statement, in economic terms, of “the fun- 
damental theorem of Riemann integration” (p. 123). Their confidence thus 
being bolstered up, the readers, determined to hang on for another ride, will 
be glad to accept the assumption that compensated demand curves can 
be treated as straight lines, since ‘“‘any continuous curve, over a sufficiently 
short stretch, is indistinguishable from a straight line (p. 125). This will 
take them to another vista, named “the Reciprocity Theorem.” 

This theorem, good for comparing three or more price-quantity constel- 
lations (with small price differences only) which are made indifferent 
through compensating income variations, tells us that ‘‘the sum of the 
quantity-changes from (0) to (1) each being valued by the price-change of 
the same commodity from (0) to (2), equals the sum of the quantity-changes 
from (0) to (2) each being valued at the corresponding price-change from 
(0) to (1)” (p. 126). A simple but useful implication of this theorem is that 
“the cross-effects of price-changes .. . are equal” (p. 127) and hence, “the 
relation of substitution (and complementarity) is reciprocal” (p. 128). 
Incidentally, discussions of complementarity are beyond the scope of ele- 
mentary theory of demand because “in the two-goods case, the relation 
between the two goods must be that of substitution. . . . Complementarity 
can only occur when there are other goods outside the group of complements 
at whose expense the substitution in favour of the group of complements 
can take place” (p. 129). 

Since the designation of the ‘‘first’”’ substitution theorem has indicated 
that there must be more in store, my conscience forbids me to skip the 
“second substitution theorem.”’ But I shall mention merely that it is chiefly 
concerned with a ‘‘limit on the size of the cross-effect,” and provides formal 
support to the intuitively obvious fact that ‘X and Y cannot be highly sub- 
stitutable for one another unless each has a demand which is highly elastic 
with respect to its own price.’’ As another boon to the nonmathematical 
reader, I may quote an aside of the author to the effect that he finds in con- 
nection with this theorem an ‘‘example of the way in which a blind adher- 
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ence to standard mathematical methods sometimes produces nonsense re- 
sults” (p. 134). 

While we are on the subject of the cross-effects, it may be worth stressing 
that all references up to this point have been only to the ‘‘cross-substitution 
effects,” isolated by means of compensating income variations. If income is 
not tampered with, ‘the equality between the cross-substitution effects 
may well be masked by inequality between the cross-income effects on 
income-elasticities” (p. 147). This was clearly set forth by Hicks in his 
Value and Capital. 


A. Exceplions to the Law of Demand 


Some other consequences of the income effect, however, are either dem- 
onstrated in novel ways or newly discovered. The chief question is whether 
the ‘Total Income Effect,” which is ‘‘a combination of the separate income 
effects on the separate commodities,” may modify the ‘“‘generalized law of 
demand.”’ Hicks sees ‘‘three possible sorts of exceptions’ to the law: “those 
due to inferior goods, to commodity asymmetry, and to asymmetrical effects 
of redistribution” (p. 146). The first of these exceptions is of course the 
“generalization of the Giffen case,”’ in which all or most of the “‘price- 
changing goods” are inferior. Since ‘‘the share in consumer's expenditure 
going upon all inferior goods taken together may be much larger than that 
going upon any particular inferior good,” a large negative income effect has 
a somewhat better chance of being realized where many prices may change 
than where only one price changes (p. 139). But it would be a very odd thing 
indeed if price changes in the same direction happened to be concentrated 
in the group of inferior goods. 

The second exception is “perhaps more interesting.’ It is conceivable 
that the income-elasticities of demand for the goods that rise in price are 
very different from those that fall in price. Imagine sharp price reductions 
for a group of “necessaries (with income-elasticity zero), and a rise in the 
prices of a group of luxuries (with high income-elasticity),” with the gains 
from the price reductions exceeding the losses from the price increases. ‘The 
freed income would go after the luxuries; if there is no third group of goods, 
and if the price ratios within the two groups have not changed, the quan- 
tities of luxuries consumed may rise despite their higher prices (p. 142). We 
need not expect this often, if ever, to happen in reality, but it is fun to 
think about it." 

The third exception relates not to the demand of an individual consumer 
but only to the market demand. In general the “probability of exceptional 
cases is diminished when we take a large group of heterogeneous consumers 
together” (p. 144). But there is the possibility of a changed distribution of a 
constant total income where the gainers and the losers have very different 


4 Tf the luxuries did not rise in price, the demand for them would surely increase by more. 
Thus the price increases operate in the expected, not exceptional, manner: they reduce the 
quantities demanded below those that would result from the price fall in necessaries. (This 
comment is the result of a discussion with William Fellner.) 
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income-elasticities of demand. Thus there is the chance of a “redistribution 
income-effect,” and Hicks can state: “If the price of X falls (other prices 
constant), while the total income of consumers remains constant, it is al- 
ways possible that the consumption of X may fall, if income is redistributed 
from X-likers to X-dislikers” (p. 145). I cannot persuade myself to see this 
case as an ‘‘exception’”’ to the law of demand; the peculiar change in the dis- 
tribution of income is in no way connected with the change in prices, but is 
just one of those things that by some queer coincidence may happen and 
prevent a result of another change that has occurred from being realized. 
The first two exceptions are due to given conditions and may occur while 
other things remain unchanged. The “third exception” abrogates the ceteris 
paribus clause and invokes a fortuitous change of other things. 


B. Substilutes and Complements 


The inversion of ‘“‘price-into-quantity theory” to “quantity-into-price’’ 
theory, which was profitably carried out in “elementary theory,” affords no 
less valuable insights in the general theory. What we have just learned to 
call the “first substitution theorem” becomes now the “generalized law of 
Diminishing Marginal Valuation” (p. 153). The main additions to the set 
of previously formulated propositions on marginal valuation concern the 
relationships of substitutability and complementarity, and it is on these 
issues that Hicks proposes some of the most significant revisions of his 
earlier theory. In part they represent developments of suggestions made 
since 1939 by Lange, Mosak, and Ichimura. 

The most basic revision lies in the recognition of two alternative defini- 
tions of substitutability (complementarity), one looking toward the effect 
of price changes upon quantity with other prices unchanged, the other 
toward the effect of quantity changes upon valuation with other quantities 
unchanged. In order to distinguish between the two definitions, Hicks 
speaks of goods as “p-substitutes,” ‘g-substitutes,” ‘p-complements,”’ 
and ‘‘g-complements.” Thus, ‘“X and Y are p-substitutes when .. . a fall in 
the price of X [diminishes] the demand for Y, when all prices save that of 
X are fixed, and income is adjusted so as to maintain indifference.”” And 
“X and Y are q-substitutes when a rise in the quantity of X diminishes the 
marginal valuation of Y (or the price at which a fixed quantity of Y would 
be purchased) when the quantities of all other commodities than X are 
fixed, saving the quantity of money, which is adjusted so as to maintain 
indifference” (p. 156). 

Only in the simplest case will p-substitutability and q-substitutability 
be exactly equivalent, namely, in the case in which the prices of all other 
goods than X and F¥ are fixed. If other prices, say the price of Z, can vary as 
a result of a price change of X, there may be cross-effects upon the demand 
for Y which may offset the initial effect of the price change of X; indeed, the 
cross effect (Z upon Y) may wipe out the initial effect (X upon Y) so that 
“X and Y would be q-substitutes, even though they are p-complements” 
(p. 157). Because of such reactions through third goods the distinction be- 
tween the two meanings of the relationship is necessary, although the 
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“reciprocity theorem holds for each of the two meanings” (p. 158). 

The discussion of related goods in terms of the effects only of price changes 
had left a bad gap—noted in my 1940 article, identified by Lange," and pro- 
visionally filled by Ichimura“—in that the effects of other changes, includ- 
ing changes in the system of wants, could not be analyzed with the tools at 
hand. The “sympathetic” changes in demand of which Lange had spoken 
in cases of what Hicks now calls “intrinsic complementarity” (p. 162) can 
be explained by means of the new set of concepts. It turns out that the 
marginal valuations of complementary goods may move in different direc- 
tions while their quantities move together; and that the marginal valua- 
tions of close substitutes will move together while their quantities do not. 
This fits in perfectly with the old insight that “perfect substitutes tend to 
have constant price-ratios, perfect complements constant quantity-ratios” 
(p. 165). 

Some of the problems of consumer’s choice have been unnecessarily 
clouded by the practice of regarding substitutability (or complementarity) 
between consumer’s goods always as a matter of wants or tastes even when 
it is a matter of technology. Hicks reminds us of Menger’s distinction be- 
tween “objectives” and ‘“‘means of reaching” them (p. 166). Consumers 
may make technical decisions about alternative means of reaching their giv- 
en objectives. Hence, technical substitutability (or complementarity) is 
relevant not only in production but also in consumption; not only in the 
theory of the firm but also in the theory of the household. The brief remarks 
which Hicks makes on this point may open up good opportunities for enter- 


prising economists, theoretical or empirical, in search of subjects in which to 
invest their analytical talents. 


IV. The Importance of All That 


Many of the relationships which Hicks ‘‘discovers” or elaborates in this 
book are fascinating to a seasoned teacher of abstract economic theory. 
Does this make the book and its discoveries ‘important’? When I tried 
out some of its arguments on a more worldly economist, his reaction was 
“So what?”. By pragmatic tests, I must admit, we shall hardly be able to 
claim any importance for Hicks’ discoveries. They will in no way affect any 
recommendations of economic policy, any predictions of future events, any 
explanations of the past. None of our actions will be different from what 
it would be if this book had never been written—except perhaps the teaching 
of some fine points in university courses on pure economic theory (and even 
here most students may fail to notice the difference). 

But is it fair to apply such crudely pragmatic criteria? Judged by such 
tests most works of art would lack importance, and so would most works 
in philosophy and logic. Indeed, most improvements of theoretical systems 
in the empirical sciences would be ‘‘unimportant,” for as a rule they do not 


Oskar Lange, “Complementarity and Inter-relations of Shifts in Demand,” Rev. Econ. 
Stud., Oct. 1940, VIII, 58-63. 

4S. Ichimura, “A Critical Note on the Definition of Related Goods,” Rev. Econ. Stud., 
1950-51, XVIII, 179-83. 
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affect the conclusions but merely reduce the number of assumptions from 
which the results are deduced. The conventions of scientific methodology 
are quite clear on recognizing the “importance’”’ of reconstructions in which 
some of the old pillars of a theoretical framework are razed. 

I can understand, however, that some discontent with the rule of Occam’s 
Razor may arise if it shaves away some very familiar assumptions and 
forces us to engage in brain-racking logical exercises in order to deduce 
our familiar conclusions from fewer (or weaker) hypotheses. This is pre- 
cisely what Hicks’ Revision of Demand Theory does or claims to do. Some 
very well-known empirical propositions (such as the law of demand) are 
here deduced, without the use of some very familiar assumptions (such 
as given systems of utility or indifference), from a smaller number of hy- 
potheses or from less restrictive ones; and this involves heavy demands on 
the syllogistic agility of the readers. I can hear them say: “Why should we 
work so hard to obtain our results from three assumptions if we can get them 
with so much less effort from four or five? After all, hypotheses come quite 
cheap; why skimp?” 

I take it that we must not give in to such lowbrow laziness. Much as we 
may prefer to economize in mental effort, as gentlemen and scholars we are 
obliged to economize in hypotheses. “A body of propositions, such as those 
of pure mathematics or theoretical physics [or, let us add, theoretical eco- 
nomics}, can be deduced from a certain apparatus of initial assumptions 
concerning initial undefined terms. Any reduction in the number of unde- 
fined terms and unproved premises is an improvement since it diminishes the 
range of possible error and provides a smaller assemblage of hostages for the 
truth of the whole system.” This, in Bertrand Russell’s words," is the max- 
im we obey; and under this maxim one may give recognition to the impor- 
tance of Hicks’ work even if one should not be satisfied with the contribu- 
tions it makes through the theorems which are discussed in the foregoing 
pages. Whether Hicks’ approach is an improvement not only on his earlier 
presentation but also on the revealed preference approach will probably 
be debated. The latter uses still fewer assumptions, but Hicks’ assumptions 
are weaker (less restrictive). On different grounds some may claim that 
revealed preference is superior because of the “empirical meaning” of the 
fundamental hypothesis. For me it is sufficient that such a hypothesis be 
“understandable” in the light of my inner experience casually checked 
against like experiences of others."* I find superfluous the polite bows to neo- 
positivism which the revealed preference theorists make. Whether their 
theory yields conclusions which Hicks’ theory cannot yield is another mat- 
ter, but this is not examined here. 

An important book is sometimes enjoyable to read. Unfortunately this 
cannot be said about this book. Not that higher mathematics or compli- 
cated graphs stop the reader’s progress. The exposition is nonmathematical; 
if there are equations and mathematica! symbols on many pages of Part ITI, 

“4 Bertrand Russell, “Philosophical Analysis,” Hibbert Jour., July, 1956, LIV, 321. 


% See Fritz Machlup, “The Problem of Verification in Economics,” South. Econ. Jour., 
July 1955, XXII, 1-21, esp. pp. 16-17. 
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they are merely abbreviations and are not subjected to algebraic manipula- 
tions.'* Of course, the formally literary exposition is still mathematical in the 
sense in which all logical reasoning is mathematical. Since the entire book is 
a tightly knit logical argument, it is not possible for the reader to skim the 
book with much chance of success; if he attempts to skip a few pages or 
even- paragraphs he is likely to get lost. Indeed, a reader who pauses too 
long between chapters may have to go back and re-read lest he miss his 
connections. All this may explain why the book is a difficult one; but it does 
not explain why it gives little reading pleasure. Does perhaps Hicks’ style 
of writing account for that? It is interesting to speculate how a master of 
literary exposition—rare indeed among present-day economists—might 
mould Hicks’ material into graceful, enjoyable prose. Hicks is a very serious 
man and he takes his work very seriously. But could he not, metaphorically 
speaking, indulge in a smile once in a while? On the rare occasions when he 
attempts a somewhat humorous touch, the result is not always felicitous. 
For example, when he announces “there is a dragon waiting at the door who 
must first be cleared out of the way. It is the old crux of the measurability 
of utility” (p. 7). To be sure, we have heard of all sorts of creatures being 
transformed into dragons; but a dragon who is an old crux is even more for- 
bidding than Cardinal Utility. 

% Tt is disturbing, though, that Hicks uses dots where in usual practice we would find paren 
theses; he writes consistently (po—pi-9:) instead of (po— pr) 
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Public Management of Private Employment 
Volume—A Proposal 


Economics rivals philosophy in the ease with which the rash innovator 
can become entangled in subtle pitfalls. But the author of proposals that 
diverge sharply from currently accepted thought has one advantage if he 
is a nonprofessional, for if his schemes fall through, the danger to his per- 
sonal way of life is less. | have been warned that simple answers to the 
problem of economic stability in a free society are not likely to be found. 
(Juite possibly this is true. Yet it will be plain that my hopes are not small 
ones. 

No analysis of how slumps come about will be found herein. The omission 
is deliberate. Kather we will seek methods of economic management having 
firmness enough to override ordinary causes of instability. But the firmness 
we seek must not notably impair flexibility or freedom in economic life. 

Although the approach here is reminiscent of the Papen Plan tried in 
Germany in 1932 and ’33, under which subsidies and concessions were 
granted to those employers who hired more help, the present scheme is more 
similar to a wage subsidy. Yet such a classification of the present proposal 
is inadequate, as will be seen. 


I. The Money-Pump Plan 


Let us imagine ourselves in a country where the plan is put into operation 
during prosperous times. The government announces that it will pay a 
lump sum to any employer who will contract with the government to spend 
at a certain minimum rate for employing people during, let us say, a year. 
For example, an employer of one man might agree to pay out for employ- 
ment at a minimum rate of, say, $500 per quarter, which would come to 
$2,000 for the year. It will prove convenient to describe this employer as 
having acquired one ‘‘money-pump contract” or one ‘‘money pump.” If 
he contracts to spend for employment at the rate of $1,000 per quarter, we 
may say that he has acquired two “‘money pumps.” An employer of 100 
men planning to pay them a total of $100,000 for steady employment dur- 
ing the year might acquire 200 money pumps. Thus a ‘““‘money pump” or 
“money-pump contract” is a unit share of contracted employment re- 
sponsibility—-a unit-contract to spend, say, $500 per quarter for employ- 
ment, but not for the benefit of specific employees. Most money pumps 
would be held in groups of more than one and would be separable in case of 
subcontracting or, to put it simply, in case of sale. 

A lump-sum negative-price payment accompanies each money-pump 
contract when originally made or when transferred, whether paid by the 
government at original issue, or paid by an employer when selling his money 
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pumps. Except for this compensation, no new rights are granted to the 
holder. Stated bluntly, all that money pumps themselves do is to pump 
money out of the employers’ pockets and into the pockets of employees. 
Thus their value in a free market is always negative. If the plans of our 
employer were curtailed unexpectedly during the year, he could subcon- 
tract some of his money-pump contracts to others, for a price; that is to 
say, he could sell his money pumps at the prevailing negative price, and 
the recipients would assume his employment responsibilities. 

Since it doesn’t matter who holds the money pumps so long as someone 
does, the government permits them to be traded at will. The market value 
of money pumps being negative, no certificates evidencing ownership are 
issued; they would be quite pointless and would be thrust down the nearest 
open manhole. Rather, entries in government files are the evidence of the 
existence of money pumps. Free private markets for transferring them 
spring up around regional government offices where such records are main- 
tained. 

Unlike most government contracts, the responsibility incurred would not 
be primarily that of the contractor to government, but rather of the con- 
tractor to a third party—the employee. Such a characteristic in a contract is 
somewhat unusual, but not unknown; for instance, I am told that it is 
not very rare for A to insure the life of B wit Company C for the benefit of 
D. The employer might be regarded as insuring employees’ jobs; the re- 
marketing of contracts would be analogous to reinsurance. 

The objective is to float a quantity of money-pump contracts suflicient 
to cover nearly the entire employed private labor force, thus maintaining a 
high level of employment and a guaranteed national annual wage. As the 
money-pump contracts are for definite terms, they are perpetually reissued 
as they expire. The expiration dates are arranged to be smoothly staggered 
so that the reissuing will be a continual operation. 

The Negative Price. The negative price of money-pump contracts depends 
on the amount outstanding and on the state of business confidence. The 
negative price is preferably low, in order to ease the financial burden both 
on government in issuing them and on businessmen in subcontracting or 
selling them. As an educational plan to familiarize business with these new 
instruments, it would be possible to market short-term money-pump con- 
tracts adding up to only a fraction of actual employment. Since this opera- 
tion would entail only finding some employers who would accept a fee for 
contracting to do what they aimed to do anyhow, the market would soon 
shake down to a token price. However, pushing up the outstanding volume 
of money-pump contracts to the point where they would offer a serious 
guarantee against mass unemployment would impose some risk on the con- 
tracting employers. Even though the risk were limited by holding down the 
maximum length of contract to a year from date of issue, the negative price 
would no doubt be appreciable. In case there were a fall in the public’s 
propensity to spend, creating a real incentive to reduce employment below 
the contracted volume, the negative price would grow stiffer. This would 
of course mean that society (by paying more to get money pumps into cir- 
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culation) would be translating the avoidance of unemployment into a 
financial) cost of government. If the scheme was fully successful, the forces 
tending to produce fluctuations in employment would instead only produce 
fluctuations in the price of money-pump contracts and in the corresponding 
stream of transfer payments.' 

‘The demand for money-pump contracts—the desire to possess them—-is 
always a minus quantity except at a negative price. In order to make this 
fact continually obvious, the horizontal axis in Figure 1 is placed at the top, 
even though this makes it somewhat inconvenient to speak of “‘rises’’ or 
De “falls” in negative prices, or of ‘‘ceilings.”’ 


g Money-Pump Contracts in Circulation, or the Quarterly Payroll So Covered 


Employment 
Norm 


In a recovery program, 
the supply function S 
advances toward the 
right from day to day 
in a planned manner Doros 
indicated by the sub- 
scripts of S. 


Negative Price 


The demand curve D 
presumably moves to 
the right as a result. 
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Ficure 1, NaTiONAL SupPLY AND DEMAND FOR Money-PumMP CONTRACTS 


In Figure 1 the demand curves D for money-pump contracts are affected 
by such things as the supply of labor available to be covered. But the shifts 
in which we are mainly interested are those associated with business cycles. 
Curve Déspr is assumed to correspond to a condition of unemployment and 
low economic confidence. Curve Dyro, corresponds to full employment and 
high confidence. Government’s objective is to issue and keep issued a supply 
of money pumps that will insure achievement of the full-employment norm. 


? Two main elements of the scheme arose from consultation with A. G. Hart. The first is that 
of term obligations as opposed to my previous perpetual obligations. The second is that of a 
market mechanism for original issue, as opposed to coercive assignment of perpetual obliga- 
tions. A number of observations, including the ones just made in the text, arose similarly. 
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The Method of Marketing. A money-pump program might be readily 
initiated during prosperity as a precaution against emergencies. But if a 
plan were put into effect during an emergency, buyers of money pumps 
would wish to protect themselves from capricious government action by 
assurance of, or even guarantee of, a vigorous government program for 
pushing money pumps onto the market during the term of the pumps being 
bought. For the purpose of recovery several types of marketing procedures 
may be distinguished. However, only one will be presented---the preferred 
form. 

In Figure 1, predetermined rates of sale of money-pump contracts are 
rigorously maintained, the method of sale being essentially an auction. 
This method assumes that it is possible practically to coerce recovery, or 
rather to offer irresistible enticement, by allowing the negative price to 
reach perhaps a relatively high level at first for a short period. The supply 
function S for money-pump contracts at any one time is simply a rigid 
vertical line, indefinite in length. It is made to progress across the figure 
from left to right during the course of a year, more or less, come what may 
slowly at first and faster later. Thus the government says to employers, 
in effect: ‘You'll buy these things at a certain speed, no matter what we 
have to pay you to take them.” There is a special psychological value in 
such a program. The government can point to a graph of future employment 
and say, ““That’s the way we aim to make it happen.” With a goal thus 
clearly defined and a plausible way to bring it about, confidence will be 
engendered perhaps to a high degree, helping to make the employment pro- 
gram a reality and preventing too severe or prolonged upswings in the 
negative price; or, what is the same thing, by dispelling that fear which 
would manifest itself by a sticky or capricious demand function. 

It is unnecessary and no doubt undesirable to try to reach the full-em- 
ployment goal until the plan is several months old. For instance, in fields 
such as custom construction and fashionable clothing, orders must precede 
increases in payroll. Recovery in such fields would have to lag somewhat. 

An actual auction might be conducted by the government once a week 
in the principal financial city, during which ail the week’s supply of new 
money pumps would be sold to the low-bidding brokers and dealers present. 
But much the same result may be achieved by the use of written bids sub- 
mitted daily. These bids would be opened every afternoon and the day’s 
supply of money pumps would be sold accordingly. If by chance there were 
insufficient bids, the residue would be offered the next day. The weekly auc 
tion of Treasury bills is an analogous procedure. 

For the accommodation of dealers, new money pumps would have a 
dormant period of, say, two weeks; that is to say, their effective period 
would be postdated. This interval would also serve for the formal binding 
of employers to their money-pump contracts. 

The Quantity of Money Pumps. A legal norm for frictional unemployment 
has to be determined and taken into account so as to avoid the difficulties 
of overemployment as well as those of unemployment. A politically palat- 
able expression of this norm might be in terms of the average number of 
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days out of work between jobs. The percentage of unemployment to be 
steered for could thus be derived. 

Let us assume that the administrators of the scheme find that existing 
unemployment is at the legal norm for frictional unemployment and that 
conditions appear stable. To determine the quantity of money pumps to be 
put into circulation for the next period, they must still take into account 
anticipated changes in the privately employed labor force, including sea- 
sonal changes in so far as money pumps may be expected to help in offset- 
ting them. The privately employed labor force is measured by the hours 
that the population wishes to work or, slightly more exactly for present 
purposes, by the payroll at existing rates that the population would prefer 
to earn. In setting the quantity of money pumps, the administrators (or 
should we call them the money pumpers?) should also allow for the price- 
level trend. 

But the fates of individual firms and of small economic sectors and geo- 
graphical areas can hardly be anticipated adequately, nor can nationwide 
money pumps be of much help in such problems in the short run. The 
residue of unpredictable and uncontrollable change is allowed for by rou- 
tinely failing to issue quite enough money pumps to match the full-employ- 
ment norm. In Figure 1 this gap appears as the distance between the final 
vertical supply function Sggo and the star representing the full-employment 
norm steered for. The vertical supply function provides a “wall” against 
depression. But employment may of course go higher, even higher than the 
norm, for an employer is not compelled to hold money-pump contracts in 
order to employ. The vertical supply function is set at a level at which the 
actual employment over a period of time should average out fairly close to 
the full employment norm. Some experience will of course be required to ac- 
complish this. Thus the economic ship is allowed to deviate from its course 
a bit with each swell, so to speak, but the average course is presumably main- 
tained if tides and currents are compensated for. 

Financing. If a money-pump program is to have the power it needs, a 
considerable supply of money must be on tap. If the negative price were 
to bump into a “ceiling,” confidence in the plan would be sapped. If funds 
ran out, the results would be worse. Even a reasonable possibility of either 
of these occurrences would sap confidence in the plan and make necessary 
higher expenditure rates than would be required if plenty of money were 
known to be ready to use. 

On the other hand, the receipt of much money in this way by business 
would hardly be politically acceptable unless the business community as a 
whole were ultimately to pay it back. The closer the tie-in between what 
business was paid and what business would later pay back, the more money 
could be made available to implement the money-pump program. Although 
I am not one to whom the corporation income tax is very attractive, busi- 
ness income does seem to be the only base which could furnish the potential 
which a money-pump program ought to have behind it. To complete the 
tie-in, part of the present corporation income tax might be declared an 
adjustable surtax, continually adjusted by a formula which would smooth 
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the repayments over a period of several years so that they would tend to 
offset the sums paid out in the long run. The negative-price payments 
would be received largely by the same parties who would reimburse the 
government out of profits later received, that is, provided they cooperated 
in the money-pump program. 

Under this financing arrangement, the national business community as a 
whole would be levying future taxes on itself according to its current ac- 
ceptance of negative-price payments. But it will be clear that the acquiring 
of money pumps by a business would not appreciably affect national taxes 
on that one business, unless that business constituted a large fraction of the 
business community. Even in the latter case the incentive for smaller 
businesses to expand and to accept money pumps would remain in nearly 
full force, since each of these smaller firms would later pay but little of the 
tax revenue collectible as a result of their own accepting. 

The fiscal aspect of money-pump contracts is countercyclical, since pay- 
ments from government would be large only at a time of stress. Fiscal 
policy is a main reason for delaying the reimbursement of government by 
the business community. Business taxes earmarked for this purpose should 
be adjusted to reimburse the government over a period of up to, say, ten 
years. To try to square accounts between the business community and gov- 
ernment every year or two would spoil this merit of the scheme. 

Life-S pan. So far we have mostly ignored the question of varying terms 
or life-spans of money-pump contracts. But the negative price of a contract 
would no doubt tend to be proportional to the term of the contract. Simi- 
larly, in cases of sale by employers the negative price would be prorated 
according to the unexpired term, 

What is the optimum life-span for money-pump contracts? Suppose for 
a moment that they were all of two years’ life-span. ‘The general knowledge 
that the business community had contracted for an average of one year of 
future employment would be a powerful builder of confidence. This factor 
would tend to hold the negative price down. On the other hand, some em- 
ployers with uncertain prospects (or with seasonal business) would hesitate 
to assume money-pump contracts for so long as two years, even though 
transferable. For a given quantity of money pumps issued, this factor 
would tend to raise the negative price. 

Now suppose instead that an assortment of money-pump life-spans are 
available, all the way from three-month “bills”? through one-year ‘‘certifi- 
cates” up to five-year ‘‘notes.’’ Thus the best balance of the above consid- 
erations may be obtained. One particular combination of life-spans offered 
for sale would presumably result in the lowest cost to the government over 
a long period. This combination is presumably the right one and could be 
approximated by the experience of the issuing agency. 

For analytical purposes another quantity besides that of the negative 
price will prove useful. If the negative price of a money pump is divided 
by the total amount of the payroll disbursements contracted for by the 
buyer in buying it, then the quotient is a ratio (or percentage) which may 
be termed the “employment cost ratio.” This is the cost of issuing money 
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pumps relative to the results produced. From the employer’s point of view 
it is the compensation received relative to the employment burden assumed 
during a term. The form of Figure 1 would remain unchanged if the em- 
ployment cost ratio were substituted for the negative price therein. The 
reciprocal of the employment cost ratio may be termed the “‘money-pump 
multiplier,” for this indicates the relative efficiency of negative-price pay- 
ments in maintaining employment. 


Il. Problems of Adminisiration 


Compliance. The money-pump records are kept on punched accounting 
cards in the regional offices of the appropriate government agency. A 
variety of life-spans and expiration dates are involved, and each class of 
money pump held by a company would presumably be represented by one 
card. The date of purchase is shown-—also the date of sale if any, in order 
to prorate for those periods during which the obligation is held by another. 
From these master punched cards, statement-cards are prepared by ma- 
chine every quarter. These are not sent out, but meanwhile every employer 
who files withholding-tax forms has received in the same envelope a punched 
accounting card with a blank space where the employer writes his sum of 
disbursements for employment, copied from his completed withholding-tax 
form. These cards are turned over to the agency administering money 
pumps and mechanically collated with the money-pump statement-cards, 
which were retained by the government. Thus one’s compliance with his 
money pumps may be simply checked. 

A penalty of 30 per cent of any unfulfilled employment obligations during 
a quarter is suggested. This is intended to be prohibitive under any con- 
ceivable condition. Because money pumps are acquired voluntarily and can 
be remarketed, they can and should be made to pump inexorably. On the 
other hand, hardship need not be imposed as a consequence of sudden resig- 
nation of employees or of some negligence in carrying too many money- 
pump contracts. Carry-over privileges may be permitted, by which small 
deficiencies may be made up in the next quarter. In addition, the penalty 
for small residual deficiencies might be set as low as 5 per cent. 

What if an occasional family firm were to grant themselves high salaries 
in order to hold more money pumps than they were really entitled to? 
This loophole may be closed by denying money-pump credit to that portion 
of compensation in excess of, say, $2,000 paid to a person during a quarter 
(or $8,000 a year). 

Self-Employed Persons. Should a lone proprietor or an ‘“‘own-account” 
worker have the privilege of buying money pumps just because he employs 
himself? For this purpose, his earnings might be construed as a salary from 
himself as owner to himself as employee and thus eligible for money-pump 


coverage. Should not such individuals be on the same footing with enter- 
prises of more than one man, which would be receiving negative-price pay- 
ments? 

The most workable approach appears to be to exclude proprietors and 
self-employed individuals, partners, and corporation officers both from 
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money-pump coverage and from the labor force as calculated for present 
purposes. This is within the general spirit of the scheme, which is to protect 
those who can hardly choose, under modern conditions, to become self- 
employed. 

Strikes. At first thought it might be supposed that employers experiencing 
strikes should be permitted to sell their money-pump contracts back to the 
government for the duration of the strike. But this would set up the perverse 
incentive for some employers to incite strikes by imposing ridiculous terms 
on workers whom they wished to discharge during times of incipient con- 
traction. Perhaps the most that can be done for employers directly is to 
allow a period of grace for negotiating sale of their money-pump contracts 
to other private parties. (Such lenience might be applicable to certain other 
emergency situations.) 

The government can assure that there will be a market somewhere in the 
economy for such “jammed” money pumps by excluding strikers from the 
labor force as computed for present purposes, when they are not actively 
seeking other employment. This arrangement would protect employers from 
the otherwise crushing money-pump obligations of widespread strikes, 
while at the same time assuring employees that competition to employ 
them will remain prevalent. 

Inflation. It will be clear that the general effect of the money-pump plan 
would hardly be defiationary. Rather it might be argued that wages would 
be bid up during a condition of assured full employment. Or it might happen 
that people would become so confident of the economic future that they 
would fail to save money. Would money pumps swamp us in an inflationary 
deluge, in the manner of the multiplied buckets of The Sorcerer's Appren- 
tice? 

We may presume that money pumps would be secure enough in their 
function to withstand inflation-arresting measures that would at present 
seem risky. Restrictive monetary measures could be applied without fear of 
causing another 1937. The government could show an occasional surplus as 
in days of yore without fear of consequences. In short, price-level policies 
could be pursued without at the same time threatening employment sta- 
bility. 

The graduated expenditure tax (or spendings tax), as analyzed most 
thoroughly by Nicholas Kaldor,’ would deserve the fullest of consideration, 
since any deflationary tendencies of such a tax would be readily overcome. 
With such a tax, high rates may be levied when necessary without impair- 
ing the ability to save and invest. Such a tax can largely sterilize the in- 
flationary effects of liquid accumulations in the hands of individuals, some- 
thing the income tax cannot do. Heavy evasion might be less of a problem 
than with the income tax, since high spending is likely to be readily visible 
to all, and since the expenditure tax seems more just in that it makes im- 
portant distinctions in favor of socially desirable private uses of money. 

But measures involving as much change as the spendings tax probably 
are not essential to the reasonably smooth working of the plan. More 


2? An Expenditure Tax (London, 1955). 
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familiar fiscal measures will no doubt suffice, and the money-pump plan 
renders all the conventiona! brakes on the economy safer to use vigorously. 
Yet in all this it should be remembered that money pumps exert no special 
stimulus on the economy in good times, aside from the confidence engen- 
dered. 


ILL. Supplementary Devices 


Fenced Money Pumps. Preferential treatment for hard-hit geographic 
areas or industries might be desirable. However this should be done apart 
from the basic national money-pump plan. To give premiums on top of 
negative-price payments to, say, the capital-goods industries would necessi- 
tate compartmentizing the plan; that is to say, money pumps issued to the 
capital-goods industries would have to be “fenced in” there. Otherwise, all 
the money pumps offered would likely be bought up by capital-goods em- 
ployers first, who would pocket the premiums and resell the money pumps 
to the rest of the economy. But this compartmentizing of the plan would put 
government in the position of regulating or maintaining the sizes of various 
industries. 

Instead of premiums, additional booster-money-pump contracts might be 
issued to counteract local depression. The only employment which would 
be eligible for this money-pump credit would be that of residents of the 
particular areas designated. However, the negative-price payments on these 
fenced money pumps would be made to any employer, regardless of address. 


This would of course attract outside money and managers capable of 
providing employment. One may think of fenced, or localized, money pumps 
as being booster pumps coupled in series with the nationwide money pumps; 
a local businessman would frequently hold both and get negative-price 


payments with both. 

Since it is impossible to completely avoid even very large variations in 
local employment, additional risk to employers would be incurred in pur- 
chasing fenced money pumps, even if the terms were short. Such a scheme 
probably could not stop a local depression from starting. But it might be 
able to shorten it and to reduce any need for migration. After local business 
was booming again (as we hope it would be), fenced money pumps ought 
to be discontinued for that area until needed again. 

Fenced money pumps could even be issued by state and local govern- 
ments. Financing could be done through taxes on those doing business 
locally or employing many local persons. Large disbursements during hard 
times could be financed through a system of loans from the national gov- 
ernment. 

In small areas it may not be practical to bring about that steady, pre- 
determined increase in total employment which is presumed possible in 
large areas having many producing units and with no one of them forming 
a large part of the whole. Rather, a method involving a constant negative 
price might be more appropriate, the supply function then being a static 
horizontal line instead of a progressing vertical one. Thus a constant en- 
ticement would be offered to those who could provide employment. In spite 
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of any necessary deviations from a nationwide scheme, a trial in a limited 
area would no doubt be instructive. 

A national plan of supplementary booster money pumps might be pro- 
posed to apply to depressed industries, in place of the above scheme apply- 
ing to local areas. Which scheme is better? The local-area scheme will be 
better if labor mobility is less between different areas in the same industry 
than between different industries in the same area—as is generally prob- 
able.* 

Excess-Reserve Permits. So far as has been explained up to now, the busi- 
ness community finds itself paying out large sums of money without being 
sure just how the money is going to find its way back. As part of the solu- 
tion it must be made certain that commercial banks as a group will main- 
tain a high level of loans and investments. But the range of conventional 
monetary policy can scarcely guarantee this certainty. 

To meet this problem we may devise something suggestive of money 
pumps, namely, excess-reserve permits, which are marketable, separable, 
but permanent permits issued by the central bank and held by commercial 
banks. Fach permit allows the commercial bank owning it to hold a certain 
quantity of excess reserves—say, $20,000. Only a limited number of the 
permits are issued, this number corresponding to what seems to be an ade- 
quate slack for peak excess reserves of all member banks, perhaps roughly $1 
billion. Thus the program of permits limits a privilege otherwise exercisable 
without limit. Unlike money pumps, excess-reserve permits are not obliga- 
tions to do something that involves disbursing money but rather are permits 
not to disburse money when one so chooses. Thus they have a positive 
market value rather than a negative one. A penalty is levied for holding 
excess reserves without holding a corresponding supply of permits. This 
would be subject to mitigating regulations in the same manner as with re- 
serve requirements. 

Excess-reserve permits constitute a general floor under bank credit but 
do not require any one bank to maintain a specified minimum of loans and 
investments, since the permits may be bought from other banks that have 
made loans recently. Maintaining such a floor under bank credit should be 
feasible if a sound general market for loans exists. The basic money-pump 
plan is presumed to assure that sound market. Thus the combination of the 
two schemes could make monetary management more of a reality than here- 
tofore while at the same time decreasing the burden that occasionally has 
heaped upon monetary management. 

Public Works, etc. lf we presume that money pumps wil! assure full em- 
ployment, will full employment generate enough demand to buy all that is 
produced? Experience suggests that within the year following an emergency 
initiation of a money-pump program a lag in consumption might be sizeable, 
depending on the state of public confidence, even though consumption 
would certainly be greater than before and would be rising. 

Temporarily to offset any lag, reasonable increases in inventory and 


* Cf. N. Kaldor, “Wage Subsidies as a Remedy for Unemployment,” Jour. Pol. Econ., Dec. 
1936, XLIV, 721-42, esp. 727. 
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plant can presumably be financed with the help of excess-reserve permits. 
But if businessmen were to fear that such investment was rising too high, 
the negative price of money pumps would increase, reflecting businessmen’s 
resistance to their continuance of full employment in the face of slack con- 
sumer demand. Yet before that happened, the government would have 
time to make ready a program of, say, light public works (and perhaps also 
one of adult education subsidies). This would permit some slackening in 
the number of money pumps outstanding; the government would be directly 
assuming the corresponding obligation. 

To sum up, if money pumps assure employment, they thereby come close 
to assuring demand in the long run. Temporary or residual adjustments in 
demand presumably can be made closely enough through the use of acces- 
sory measures. 


IV. Advantages Over Similar Plans 


Wage Subsidies. Money-pump contracts might be described, in part, as a 
wage subsidy paid to business according to total employment provided. 
But if reimbursement is to be made by the business community in the long 
run, the name of subsidy seems inappropriate, except when speaking of 
individual businesses. Perhaps the term ‘incentive loan” is better for de- 
scribing what the business community as a whole receives.‘ 

There are other differences between wage subsidies as usually understood 
and the present scheme. A wage-subsidy scheme lacking the marketable- 
contract feature would have to disburse money afler performance by em- 
ployers. These disbursements would not be directly related to future em- 
ployment. If an increase in the rate of subsidy were offered for the following 
quarter, its effect could not be measured until fresh employment statistics 
were accumulated. Meanwhile, the administrators could not know whether 
they had made the subsidy high enough or not. If they were to find that 
they had not, they might promise a higher subsidy rate for the remainder of 
the quarter, but that would complicate the administration of the subsidy. 
The result might be never-ceasing political demands for an increased sub- 
sidy, in order to feel sure that it was high enough.5 

In contrast, the negative price of money-pump contracts changes itself 
from day to day. ‘Thus the demand for money pumps is continuously meas- 
ured and met. The rate of disbursement by government is impersonally 
determined by the market. 

The Papen Plan. In Germany between September 1932 and April 1933, 
producers were paid 400 reichsmarks for each new employee hired. This 
was one phase of the Papen Plan, which was a failure; unemployment con- 
tinued to mount. One thing to be learned from that experience is that plans 
which are merely static stimulants may not work. To implement fixed, one- 


* However, see Kaldor, loc. cit. Much of the analysis in that paper will apply to the present 
scheme. Cf. William Vickrey, “Wage Subsidies and Unemployment,” unpublished Master’s 
thesis, Columbia University, 1937 


* Cf. A.C. Pigou, The Economics of Welfare, 4th ed. (London, 1932), p. 703. 
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time subsidies or tax allowances for hiring new employees requires arbitrary 
standards as to when the hiring was done and for what minimum period. 
Injustice between individual firms must result, depending on their recent 
history of hiring and laying-off. Thus such a plan cannot be made powerful 
enough to assure its operation without also becoming intolerably inequitable. 
As with some medicines, the side effects of employment subsidies necessitate 
weak prescriptions.® 

If competition had been more prevalent in Germany, this phase of the 
Papen Plan might have been effective. As it happened, monopoly conditions 
generally prevented the fear that any competitors would accept the subsidy 
and lower their selling prices.? But the existence of effective competition 
will doubtless multiply the effectiveness of money pumps, perhaps deci- 
sively. Employers can hardly avoid acquiring them when their competitors 
are doing so and getting paid for it. 

Hours or Dollars. The Papen Plan does suggest an alternate method of 
implementing the money-pump program. Could hours of work rather than 
dollars be made the criterion of compliance? Why couldn’t a “pump” be 
rated in hours instead of dollars, obligating an employer to spend for 250 
hours of employment per quarter, whatever number of dollars that would 
come to? There seems to be no compelling reason why either method could 
not be made to work. 

Hour-rating of money pumps might be considered preferable to dollar- 
rating on the ground of the changing price level. Although corresponding 
adjustments could be made in the number of money pumps outstanding, 
perhaps the main counterargument is the presumptive ease and safety with 
which the price level could be controlled within an adequate program of 
money-pump contracts, as discussed earlier. 

In favor of the dollar-rating plan, canceled checks are more convenient 
to verify than wage-and-hour records. On the other hand, the mass of fig- 
ures currently collected by government and unions would render foolhardy 
any falsification of either hours worked or of sums paid. Yet I would like 
to think that the policing of business on such matters as wage rates and 
hours would ultimately be rendered obsolete under a program of money- 
pump contracts. 

Incentive Taxes. It is instructive to apply the money-pump metaphor to 
other plans of this general class. In one early proposal an incentive tax was 
to be applied to a plant’s deficiency in employment as related to its physical 
capacity to employ. Here the money pumps would in effect be attached to 
productive equipment wherever located. Other plans have proposed taxes 
on money or on idle money. Thus the pumps would be attached to the 
units of money themselves. These proposals vary as to the certainty and 
regularity of the resulting flow of income. They vary as to the direction of 
the flow induced—that is, as to whether the expenditure would immediately 


* cf. K. E. Poole, German Financial Policies, 1932-1939 (Cambridge, Mass., 1939), pp 
40-41. 

* Cf. G. Colm, “Why the Papen Plan for Economic Recovery Failed,”’ Social Research, Feb. 
1934, I, 83-96, esp. 90-93. 
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enter the flow of national income payments or dissipate itself in other ways. 

In the present money-pump plan it may be said that the “pumps” are 
not affixed to anything, but rather are distributed about in a manner de- 
termined by individuals freely bargaining among themselves, imposing no 
limitations on liquidity, and granting but negligible capricious relative 
advantages to different firms. Thus the essential elements of control are 
separated from the nonessential and troublesome. The attainable result of 
this general approach, one may hope, would be a certainty of income flow 
fully compatible with flexibility and with freedom. 

RicHARD HazeLett* 


* The author is vice president of the Hazelett Strip-Casting Corporation, Cleveland, Ohio. 
He wishes to acknowledge especially the vital and varied ideas of Albert Gailord Hart. In- 
valuable stimulation and assistance were furnished by the late C. William Hazelett and his 
books (1936-39, 1943, 1952). Of the many who have been helpful in various ways, special 
thanks are due to Alfred Sonntag, William F. Hellmuth, Jr., Arthur Dahlberg, Philipp H. 
Lohman, and kK. William Hazelett. 


Comment 


Mr. Hazelett’s suggestion of a control-instrument (his money pump) 
which would be bought and sold by private parties, and would serve as an 
instrument for open-market operations by public authorities, is extremely 
suggestive. In content, it is one of the most hopeful-looking of the long 
series of policy proposals designed to meet J. M. Clark’s celebrated difficulty 
that labor cost, though an overhead for society, is a variable item for the 
individual employer. In form, it suggests a widely adaptable linkage of 
control instruments with market mechanisms. 

It is very common to carry on economic-control operations by buying 
and selling on an existing market. But this is a proposal to create both the 
market and the commodity it is to deal in, so that the commodity itself 
becomes an instrumentality of control. 

Once we look at the proposal in this way, we can see that it represents a 
broad class of control possibilities. Some of these are familiar as academic 
examples, others as bits of economic history; but something is added when 
we see them as a class. 

To begin with academic examples, we often present in the classroom cases 
where use of market mechanisms might forestall the creation of certain 
sorts of vested interests. Grazing rights in the national forests, for example, 
tend to become vested, and to attach an extra element of value to property 
in ranches which have enjoyed such rights. Since the grazing privilege 
must be rationed, economists ask, should the rationing not be by price, 
rather than by a procedure which sets up discrimination between a favored 
few and excluded many? Or in a city concerned with traffic congestion, the 
limited number of “medallions” evidencing permission to have taxis on the 
streets become pieces of transferable property, with a market value exceed- 
ing that of a new cab in many cities, recognized as vested in the successors 
of those who had cabs when the number was closed. If such an element of 
value is to be created by anticongestion measures, economists ask, should 
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it not be captured for the city as a whole by charging for it? And (to goa 
step further) might not the most suitable charge be found by holding an 
annual auction of one-year permits? 

Historically, an interesting control-instrument market has existed in 
recent years in the Brazilian auctions of foreign exchange with which to 
buy imports. Economists have noted that in cases such as the British quota 
on Danish bacon, a gap is opened between the British demand price and the 
Danish supply price, inviting dealers on one side or other of the market to 
form a monopolistic organization and capture the difference. If import 
quotas are to be limited, economists ask, why not capture this difference for 
society by auctioning the permits? Once a muitiple-currency system is 
adopted, an exchange auction serves this purpose. A less obvious historical 
example of a control-instrumentality market is the gold standard. Geneti- 
cally, of course, the gold market predated control. But in the last few dec- 
ades, the “commodity” gold has evolved into a control instrument, and the 
market (more and more clearly centered around government operations) 
has adapted itself. Commodity-reserve schemes propose to create a market 
in a commodity-bundle of fixed composition (designed to function as a 
control instrument analogous to gold); their working would hinge largely 
on the interplay between control operations and the evolution of the bundle- 
market and the related markets in single commodities. 

A step closer to the Hazelett type of proposal are monetary devices sug- 
gested about the time of the Korean war by Jacob Viner' and E. A. Golden- 
weiser.? Viner pointed out that in the evolution of our monetary institu- 
tions, reserves had changed from being a safeguard for depositors to being 
an instrument to control the volume of money. Since the initiative in 
creating or destroying money lies not in accepting deposits but in making or 
collecting loans, why not link reserves with loans rather than with deposits? 
Goldenweiser pointed out that if control was sought through a security- 
reserve (then a very popular suggestion), it would be more effective to re- 
quire a small percentage in a special type of security issued and regulated 
for the purpose and held exclusively by banks, rather than a large percent- 
age in an already-issued type largely held outside banks. Putting the two 
ideas together,’ it becomes evident that aggregative control of total loans, 
or of total earning assets of banks, or of categories of credit otherwise defined 
could be attained by setting up loan-reserve requirements to be met by 
special securities. These securities would then become in effect transferable 
loan-permits, which in times of credit restriction would reflect the special 
value of being able to carry on the restricted activity. Such a device would 
socialize the windfalls from restriction (like an ideally determined excise 
on restricted items in a war economy) while using market allocation ma- 
chinery. 

1 See the commentary by the Federal Reserve Board in Joint Committee on the Economic 
Report, Monetary Policy and the Management of the Public Debt (Washington, 1952), pp. 482- 
89, 

* American Monetary Policy (New York, 1951), p. 63. 


* Some of these possibilities are worked out in my Defense ond the Dollar (New York, 1953). 
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Hazelett’s proposal not only dramatizes the fact that some controls can 
be seen as the creation of markets in control instruments. It also suggests 
that the one-way effectiveness of some controls might be turned into two- 
way effectiveness by redesign. The existing markets for control instruments, 
as far as I have identified them, are al! restrictive devices. But Hazelett is 
suggesting two control devices —not only his money pumps themselves, but 
his permits to hold excess reserves—which would be capable of setting up 
incentives toward economic expansion. Perhaps monetary policy ‘‘cannot 
push on a string.” But would it be possible to run the string around a snub- 
bing-post, so that it could pull toward expansion in a depression? 

For economic-control strategy in the broad, to set up a market in instru- 
ments of control offers a most desirable kind of feedback. Proposals for 
control by such techniques as excise taxes, subsidies, policy toward price 
discrimination, interest-rate manipulation, regulation of credit terms, all 
look very workable when we assume that the controllers are perfect fore- 
casters, and all become much less likely to serve the proposed ends as soon 
as we allow for errors of forecasting. If a market can be created in the con- 
trol-instrument, however, we have essentially a market mechanism for 
feeling out the level of tax or subsidy that it takes to get a specified quanti- 
tative effect. If the control is redundant, its operation will send back a signal 
to this effect by bringing the price to zero. If tension of the sort the control 
is aimed at is building up, its operation will send back a signal by pulling the 
price farther from zero. Thus this type of mechanism offers a control pat- 
tern that will adjust itself to the intensity needed to carry out an assigned 
job, and beyond that is capable of registering some of the pressures against 
which (or with which) policy must work. 

Interest in this family of control possibilities is bound to vary with our 
faith or skepticism about the merits of regulating components of economic 
activity. From the standpoint of dyed-in-the-wool interventionists, here 
is a choice collection of possible methods of handling components that are 
refractory to available controls. From the standpoint of confirmed anti- 
interventionists, here is perhaps a Pandora’s box of new ways to get in 
trouble. But even the free-market enthusiast cannot afford to look only at 
this aspect. In the first place, some of his own proposals really call for setting 
up markets in control instruments.‘ In the second place, there will always 
be situations where the free-market purist has lost the battle as to whether a 
component should be controlled and yet may have some chance of influenc- 
ing the way it is controlled; the greater impersonality and automaticity of 
the control-instrument-market technique as against most alternatives 
should then recommend it. In the third place, the free-market enthusiast in 
the Henry Simons tradition recognizes the need for monetary and fiscal 


* The proposal that defense planning should rely on free markets to do the jobs assigned 
during the second world war to priorities and allocations is a notable example. “Priority” is a 
temporal concept. If there were in fact two interlinked steel markets—one in tons of steel and 
another in delivery dates—the proposal might be workable. But the normal market has no 
machinery for reallocating delivery dates as among customers. In a mild emergency “gray 
markets” may take over this role; but the market would not have the right kind of flexibility 
for a real war emergency unless dealings in delivery dates were systematized. 
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stabilizers. While he may well object to the ramification of sector controls 
of this or any other type, he should not overlook the possibility that the 
Hazelett technique, with its direct applicability to money flows, might be 
transformable into a general monetary scheme of maximum breadth and 
impersonality.$ 

While he has taken pains to present his proposal as a possible additional 
tool in stabilization policy, rather than as an all-sufficient stabilizer, Haze- 
lett seems to me too casual about the interplay of stabilization measures. 
If his scheme were adopted, the need for other measures might be less re- 
duced than he suggests; but the conditions for their application might be 
more improved than he suggests. 

Serious as the problem might prove, I pass over the question how the 
scheme would work in the face of a chronic ‘‘cost-push’’— that is, a tendency 
for wage rates to outpace productivity and push up the price level. I have 
not been able to satisfy myself as to how the cost-push would develop under 
his policy suggestions. But since this difficulty is common to almost all 
discussions of stabilization strategy, Hazelett’s proposal can be put reason- 
ably well in context by discussing it on the assumption that the cost-push 
is kept under control through labor policy (private or public). 

On this optimistic assumption, Hazelett’s scheme has one obvious short- 
coming as a self-sufficient stabilizer: it can underwrite payrolls (and pre- 
sumably employment and production) ; but, to invert Mill’s famous dictum, 
demand for labor is not demand for output. Even though employers main- 
tain production, employment, and payrolls, their sales may fluctuate. The 
forces which otherwise would have set up a fluctuation in employment and 
output will therefore set up a fluctuation not only in the price of money 
pumps but in the state of inventory. The increasing inventory-risk that 
would arise in case of serious ‘‘involuntary” inventory accumulation makes 
it likely that recessive forces might sometimes produce a really stiff ‘“‘nega- 
tive price’ for money pumps. 

The logic of the money-pump scheme requires the government to pay 
whatever price it must to keep enough pumps in circulation. To keep the 
price from going outrageously high, other policy measures must be able to 
relieve the inventory situation before involuntary accumulation goes too 
far. If we regard the money-pump mechanism as the basic defense against 
deflation, other measures must at least be strong enough to keep inventory 
from growing too much. 

On the other hand, if the scheme were once well established, we would 
expect business to absorb the early stages of an involuntary inventory ac- 
cumulation with equanimity. The forces which otherwise would quickly 
initiate a cumulative decline in output and employment would express 
themselves at first in a stiffening of the money-pump price. Those respon- 
sible for policy would thus gain time to turn around. Tax cuts to stimulate 


* The “contracts” involved—contrary to those suggested in such schemes as Mordecai 
Ezekiel’s $2500 a Year (New York, 1936)—are nondiscriminatory. They are not tailored to in- 
dividuals by negotiations with officials who have discretionary powers, but offered imperson- 
ally to those who choose to buy them. 
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sales, notably, could be withheld till it was clear that involuntary inventory 
growth was appreciable, and yet come in time to keep the money-pump 
price from rising to outrageous heights. 

A corollary, which Hazelett also draws, is that on the upswing there 
could be an energetic use of tight money and tight fiscal policy to insure 
against inflation, without inhibitions arising from the fear of setting off a 
downswing. If restrictive policy were overdone, the fact would register it- 
self in a stiffening of the money-pump price, and in reports from business 
that sales were not rising enough to validate the existing output-inventory 
position. In this case, a downturn would be in the making. But, for the 
reasons just mentioned, there would be time to diagnose the situation and 
adapt monetary-fiscal policy to it before substantive damage was done. If 
the adaptation was overdone, furthermore, the inventories accumulated be- 
fore it started would be an anti-inflationary cushion, and their depletion 
would again give time for a turnaround of policy. 

Perhaps Hazelett’s scheme is too outlandish ever to have a chance. 
Perhaps its loopholes are broader than they look, and its incidental ill- 
effects deeper. Certainly I would not be willing to testify that it was sound 
practical policy (in case it became of political interest) till these matters 
had been much more thoroughly thrashed out. Yet the argument just pre- 
sented suggests that such a scheme would have huge advantages. Under 
almost any other stabilization strategy I have seen suggested,® the inter- 
play of inventory position, business expectations and employment is ca- 
pable of giving a downswing some momentum before the situation is recog- 
nized and corrected. The fear of such a result inhibits stabilization measures 
to check possible inflation in a period of prosperity. The ideal policy would 
be one so designed that we would always have at the beginning of a down- 
swing what Keynes termed a “breathing-spell’’-—a period long enough for 
it to be possible to see clearly that activity was tending to sag, yet not so 
long that real damage had yet happened, or that the downswing had 
gathered momentum. Hazelett’s proposal offers a mechanism that should 
make such a breathing-spell a regular feature of business peaks. If this 
proposal proves objectionable, who can devise an alternative proposal 
with the same virtue? 

AtBert GArLorp Hart* 


* A policy combination including a commodity-reserve currency, if the latter could be made 
workable on a broad enough base, would have the same advantages. But most students of 
commodity reserve feel that at best it could cope with the raw-material aspect of inventory, 
leaving inventory of finished products as a destabilizer. 

* The author is professor of economics at Columbia University, on leave for 1956-57 as 
faculty research fellow under a grant from the Ford Foundation. 


Automobile Taxation and Congestion 


How might we make more efficient use of that increasingly scarce re- 
source —street and parking space in nonrural communities (and perhaps 
even highway surface)? Traffic and parking problems directly affect almost 
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everyone in the country. The indirect effects are even more extensive. The 
costs of congestion, though defying close measurement, are undoubtedly 
huge. Solution must be largely a social undertaking; 7.c., individual families 
and businesses pursuing their own self-interest will not produce a result 
which is best for the public as a whole. 

One part of the solution is to increase available street and off-street park- 
ing space. At best, however, any reasonably effective program would take 
many years, especially in metropolitan areas, and would be incredibly ex- 
pensive (in terms of either dollars or the other things that would have to be 
sacrificed—housing, education, clothing, autos, etc.). Another approach, 
and one with conspicuous merit, is to use the pricing mechanism (such as 
high parking charges) to help allocate a limited supply. 

Still another method seems worth considering—the graduation of annual 
license charges by auto length or by length and width combined. The main 
objective would be to induce the public to buy cars that would use less of 
the scarce, publicly owned resource which when used by one person is taken 
from others. A secondary objective would be an increased contribution to 
the public treasury from those choosing vehicles that use more public prop- 
erty. To illustrate, assuming that length alone is the basis of graduation, 
the annual fee might be $1 for each inch of length between 180 and 185 
inches, $3 per inch between 185 and 190 inches, up to, say, $10 per inch of 
length exceeding 195 inches. Rates might well be less for cars already in 
existence when the new system became effective. An effective date of 1960 
or thereabouts should give auto manufacturers time to plan for the transi- 
tion. 

In some states auto value might also remain a consideration in setting 
the fee because of ties to property taxation. However, since streets and 
highways are now built to carry much heavier loads than the heaviest auto, 
weight is outmoded as a rational basis for graduating charges for passenger 
autos. 

Total dimensions, however, are of great significance. Length and width 
are of concern not only to the owner but also to others who wish to use the 
same joint facilities (streets), and to taxpayers who may be called upon to 
provide facilities for which the demand depends partly upon size of vehicle. 
Some of the driving of almost every motorist is in areas where he uses a 
very scarce resource, urban street space, for which no charge is feasible. 
Economizing its use is very much in the public interest. With the motiva 
tions now provided, however, individual actions do not combine to serve 
the public interest to best advantage. A license system providing strong in- 
ducements to use somewhat smaller autos—and exacting a much higher fee 
than today from those who continue to choose to use more of the scarce 
resource—could contribute to a solution. 

If the average new auto were only a foot shorter, and if 4 million a year 
were destined for city use, about 800 miles of street-space equivalent would 
be released. Over a period to, say, 1970, the total would indeed be impres- 
sive even in relation to the new construction planned under the 1956 high- 
way law. The gain would be without any expense to government. The only 
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cost would be the loss of satisfaction from the marginal foot of car sacrificed 
by those deciding not to pay the higher fee. 

The system would be fully successful only if it induced auto manufac- 
turers to produce shorter cars. No one state acting alone could create 
enough such pressure. How much cooperation would be required? Perhaps 
eight or ten of the most populous states acting together would exert enough 
influence. Another possibility is a recasting of the federal tax on new autos 
to produce the general effect. A shift from value, the present federal tax 
base, to size, without appreciable change of revenue, would seem appro- 
priate. It would no more infringe on state sovereignty than does the federal 
highway program. 

C. Lowe. Harriss* 


* The author is associate professor of economics at Columbia University. 
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BOOK REVIEWS 
General Economics; Methodology 


The State of the Social Sciences. Edited by Leonarp D. Warte, (Chicago: 
University of Chicago Press. 1956. Pp. xi, 504. $6.00.) 


This volume consists of some thirty papers read at the celebration of the 
twenty-fifth anniversary of the Social Science Research Building of the 
University of Chicago in November, 1955. Knowledge of that fact should 
suffice to forestall disappointment of anyone who reads too much into the 
title. 

Although in the table of contents the papers are listed without classifica- 
tion, an effort toward coherence can be found in the full celebration program 
which is reproduced in an appendix. Roughly the first 350 pages of essays 
are classified under “Social Science as Science”; the remaing 125 pages are 
concerned with “‘The Role of the Social Scientist.’? Under the former head, 
the topics are, in this order: models in the social sciences, psychoanalytic 
thought and the social sciences, the comparative approach to the study 
of culture, analysis of social structure, the study of small groups, culture 
and personality in relation to human development, ecological and cultural 
aspects of urban research, industrial organization and economic growth, 
international aspects of economic stability, and the study of public opinion. 
Under each topic are listed from one to three papers. 

“The Role of the Social Scientist” consists of a group of ‘conferences,’ 
each touching upon one or more topics: “The Social Scientist and the Civic 
Art: Economic Policy,” comprising “The Role of Government in Promoting 
Economic Stability” and “The Role of Government in Promoting Eco- 
nomic Growth and Development”; “The Social Scientist and the Civic 
Art: Politics,” comprising “‘The Social Scientist and the Administrative 
Art” and “The Art of Diplomatic Negotiation’’; ‘Humanism and the Social 
Sciences”; “Civil Liberty”; and “The Dilemma of Specialization.” Inter- 
spersed are an opening address by Frank H. Knight and various luncheon, 
dinner, and convocation addresses by David Riesman, Walter Lippmann, 
Lawrence A. Kimpton, and Louis Gottschalk. 

All the papers are by authors notable in their fields, and most of them 
will be found individually interesting to many readers, although some are 
rather specialized. As a totality viewed from the standpoint of an effort to 
portray the state of the social sciences as a whole or of any particular 
social science, they suggest a less certain and less satisfactory conclusion. 
Even for such a purpose the collection is far from useless; but such success 
as is achieved does not add up to any landmark of integrative appreciation. 
Rather, the message emerges, first, in no small degree from the very lack 
of integration among the parts and, second, from a display, to an extent, 
of the state of thought of men about particular narrow areas of analysis 
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or application in which they have specialized. With regard to the second 
source of insight there is a considerable disparity of treatment. In only a 
minority of essays is an attempt made to state more or less explicitly the 
condition or flow of thought in the specific area. Such efforts inevitably 
rest upon summaries of or allusions to recent writers, and these latter are 
not infrequently handled as if intended for readers more versed in the spe- 
cial field than reasonable expectation would suggest. The special-field 
treatments which make an effort to describe the flow of recent thought are 
mainly Bernard Berelson’s “The Study of Public Opinion,” the essay on 
urban research by Philip M. Hauser and perhaps that by Everett C. Hughes, 
Harold D. Lasswell’s “Impact of Psychoanalytic Thinking on the Social 
Sciences,” and in a sense James C. Miller’s previously published report 
on the general behavior systems theory which he hopes will integrate the 
social sciences. Most of the other narrow-field studies are largely samples 
of research or application. 

Notably lacking is any essay dealing with the state of economics. The 
field ‘‘as science” is with imperfect congruity represented by two very good 
papers on specific problems, one by Stigler on “Industrial Organization 
and Economic Progress” and one by Viner on “‘Some International Aspects 
of Economic Stabilization.” As exemplifying the role of the social scien- 
tist, two studies are presented on the role of government: Roy Blough on 
promoting economic stability and T. W. Schultz on promoting economic 
growth. Herbert A, Simon’s thoughtful essay on “Models: Their Uses 
and Limitations” will be of interest to economists among others. 

It was implied above that the book does not convey any great sense of 
basic and agonizing reappraisal. By and large, the problems of the social 
sciences seem to consist in the need for better method; and better method 
means some better application of the method of natural science—which 
is probably not far away. In this sense the tone of the social sciences is 
perhaps more confident than ever. Over specifics of application of scientific 
method there is some rending of garments. 

An invitation to an agonizing reappraisal is present to a degree suffi- 
cient only to emphasize the general sense of confidence. Frank H. Knight, 
in his opening address entitled “Science, Society, and the Modes of Law,” 
notably does not set the tone of the book. He once more specifically attacks 
scientificism”:; the conclusion, after long recognition that inert natural 
objects are not like men, that men are like inert objects, mechanisms re- 
sponding strictly in terms of cause and effect; the “romantic delusion” 
that application of scientific method to the problems of democratic society 
can produce marvels of prediction and control similar to those achieved 
in natural science; and the failure to accept the irrelevancy of natural sci- 
ence methods to the more crucial problem of democratic society—agree- 
ment on cultural norms. Much later in the book, Leo Strauss, in “Social 
Science and Humanism,” speaks as if noting and supporting Knight’s im- 
plied wish to orientate social science by reference to social philosophy: 
“... the only alternative to an ever more specialized, ever more aimless, 
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social science is a social science ruled by the legitimate queen of the social 
sciences—the pursuit traditionally known by the name of ethics.’”’ And 
his final challenge takes this form: 


Many humanistic social scientists are aware of the inadequacy of [ethi- 
cal] relativism, but they hesitate to turn to what is called “absolutism.” 
They may be said to adhere to a qualified relativism. Whether this 
qualified relativism has a solid basis appears to me to be the most press- 
ing question for social science today. 


It would seem moderate to wish that, should the messages of these 
lonely voices be relegated to the history of thought, the cause of their 
relegation be a more satisfying one than the mere deflection of scholarly 
attention by reason of the rules of strategy for obtaining foundation grants. 

CLARENCE E, PHILBROOK 
University of North Carolina 


Mensch und Wirtschaft. By OTTO VON ZWIEDINECK-SUDENHORST. (Berlin: 
Duncker & Humblot. 1955. Pp. ix, 440. DM 32,60.) 

This important volume is a mixltum composilum, containing a generous 
sample of articles and essays on a wide variety of subjects by the noted 
Austrian-born German economist, Professor von Zwiedineck-Siidenhorst. 
Never one to specialize on a narrow subject, the author’s articles touch on 
almost all the important facets of the economic mosaic. In addition to an 
autobiographical introduction, there are fourteen articles; they are all 
reprints, written between 1909 and 1953. 

It is impossible to do justice in this short review to Zwiedineck-Siiden- 
horst’s achievements and to appraise every one of the papers included in 
this compendium. To this reviewer, the following four articles stand out as 
milestones in Zwiedineck-Siidenhorst’s professional development as an 
economist. 

In “Income Formation as a Determinant of the Value of Money” (Die 
Einkommengestalltung als Geldwert Bestimmungsgrund), first published in 
1909, Zwiedineck-Siidenhorst seems to emphasize the role of the state in 
the evolution of money, and finds this role useful in clarifying the relation- 
ship between the value of money and income distribution. He made a 
considerable contribution to the theory of the value of money when he 
pointed out that money has a subjective exchange value. This subjective 
value stems from the fact that, for the individual, the value of monetary 
units depends on his income. On the basis of the foregoing analysis, and 
foreseeing the “propensity to consume” concept, Zwiedineck-Siidenhorst 
tried to prove that changes in income result in changes in the value of 
money. 

His “Power of the State or Economic Laws” (Macht oder ékonomisches 
Gesetz), first published in 1925, continues the researches of Béhm-Bawerk 
and Wieser on the relationship between the government’s regulative powers 
and economic laws. Zwiedineck-Siidenhorst is best known in the United 
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States for his emphasis on socio-legal factors; he is a member of the group 
which has attempted to study government control as a social factor dis- 
tinct from economic values, and the role played by the law in limiting 
economics. 

In “Unemployment and the Law of Shifting Income Formation” (Die 
Arbeitslosigheit und das Geselz der zeillichen Einkommenfolge), Zwiedineck- 
Sudenhorst considers that he is expressing a new concept in stating that 
there is a difference in time between the origin of income and the arrival 
on the market of the output on which this income is based. For this new 
principle he has a new name: “the law of shifting income formation.” It is 
to his merit that he pointed out this important consideration in connection 
with Loom trends. 

In “Rent as a Principle and as Residual Income” (Rentenprinzip oder 
Rentenstellung), written in 1932, Zwiedineck-Siidenhorst shows himself to 
be the champion of the trend to make the phenomenon of rent a general one. 
He regards even pure rent as a differential, because this economic result is 
obtained by subtracting costs from gross income. Therefore, according to 
him, the result is to be looked upon as a differential, the difference between 
income and costs.. He concedes, however, that in such cases the residual 
rather than the differential character is apparent. Zwiedineck-Siidenhorst 
definitely labels it differential income in those cases where outcome of 
production is greater than expected by the producer. He calls such differ- 
ential income a difference within the plant, and distinguishes two sub- 
groups; i.¢., rent arising from the prices of the product, and rent arising 
from the prices entering into cost. The former appears when the producer 
is able to sell under more favorable conditions than other producers; the 
latter occurs when there is a similar advantageous price formation in the 
costs of production. 

These “rents,” however, are no more income than is the rent of the con- 
sumer. Just as the rent of the consumer is only savings and not income, 
similarily Zwiedineck-Siidenhorst’s new categories of rent are not differ- 
ential incomes, but simply savings in expenditure. The concept of differ- 
ential income includes the idea that the differential should show in the 
comparison of various economies. “Differentials” appearing within one 
and the same plant do not produce differential income in the accepted 
economic sense of the word. 

The reader cannot help admire the many-sidedness of this compendium. 
It contains, however, only a small fraction of Zwiedineck-Siidenhorst’s 
remarkable literary contributions. There is hardly a special field of eco- 
nomics which is not represented here. Few economists in our days can 
muster such erudition and versatility. 

Economists of all nations are indeed indebted to the editors of Mensch 
und Wirtschaft for making these articles available at this time, especially 
since most of them are hard or impossible to obtain. 

GEZA GROSSCHMID 
Duquesne University 
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Price and Allocation Theory; Income and Employment 
Theory; Related Empirical Studies; History 
of Economic Thought 


The Meaning and Validity of Economic Theory. By Leo Roctn. (New 
York: Harper and Brothers. 1956. Pp. xvii, 697. $6.50.) 

It is good to have Rogin’s history of economic thought; no one—not 
even a still living Rogin—could write it again. Seldom has an objectivity- 
minded, scientific treatise been so closely tied to a particular date in history 
(the great depression) or to a particular social viewpoint (far-left New 
Deal). I do not believe that the book will be considered an important con- 
tribution to the history of economics, but it sheds an illuminating light on 
a branch of radical thought in America circa 1940. And although written 
in a stiffly formal and repetitive manner—the author did not live to revise 
it—it is a work of real fascination. 

For Rogin, the meaning of a theory—the objective, significant meaning— 
lies in its policy implications. These implications can be of at least three 
sorts: (1) those explicitly drawn (whether logically or not) from the theory 
by its author; (2) those implicit in the theory; and (3) those which are 
read into the theory by contemporaries who are influential in the realm of 
policy. Of these classes the last is much the most important: the theory as 
it lives in the market place of ideas has the implications for policy that 
count—to the extent that the theory influences policy at all. I know of no 
adequate analysis of the views of a ruling theory (such as Ricardo’s) as held 
by the men of affairs and, at a degree removed, by the men of letters, and 
Rogin ignores the study of this class of policy views. 

If one does not study the policy implications drawn by eminent contem- 
poraries of a theorist, then surely the theorist’s own policy views are more 
important than those implicit in the theory. The views were actually ex- 
pressed, the implicit recommendations (unless they were drawn by eminent 
contemporaries) were only immanent. Moreover, if a theory is at all general, 
it seldom has specific policy implications. From the wages-fund theory,which 
the classica] economists generally held, one can (not must) deduce that 
labor unions are undesirable; from the Malthusian theory, which they also 
held, one can (not must) deduce that they are desirable because their 
gains, if held, impose no long-run costs on the remainder of the labor force. 
Especially it is undesirable to draw, not the logical implications of the 
theory for policy as that theory was understood at the time, but the impli- 
cations as they appear a century later to an economist with a wholly 
different Wellanschauung. 

Yet these latter implications are precisely those which Rogin studies, 
The subjective intent of the theorist with respect to policy is of no rele- 
vance, he claims, and only what the theory rigorously implies for policy 
really matters. For example, 


The foregoing interpretation does not mean to assert that Say delib- 
erately erected his theory with the single-minded intent of justifying 
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income to property. In the first place, the present volume is not con- 
cerned, except incidentally, with the subjective premises of theoretical 
formulation, but rather with the objective meaning of theory as con- 
tingent on its orientation to the institutional environment. (P. 214.) 


Rogin identifies this objective meaning with the “public” meaning of a 
theory (e.g., pp. 10, 468)—that is, with our “eminent contemporary” mean- 
ing. But the identification is neither documented, nor, as we shall see, 
credible. 

In practice, Rogin almost always attributes to the author of a theory the 
implications that he (Rogin) draws from the theory, and supplies a cor- 
responding purpose for the theory. I give a few examples: 


. . it may be that for Malthus the real inadmissibility of this practice 
{birth control] resides in the circumstance that it would so diminish the 
supply of labor as to disturb the working of the institution of private 
property as an instrument of economic coercion essential to the pro- 
duction of the economic surplus. (P. 170.) 


.. . Say confronts the problem of industrial crisis and depression with 
the theoretical apparatus he had already erected in his orientation to 
other practical issues, pre-eminently the defense of the institution of 
private property. ... (P. 223.) 

Abstinence is, in fact, the keynote of the theory of the later Senior. . 

It is the fulcrum to which is applied the lever of Senior’s economic the- 
ory, in order to pry the populace loose from its dangerous illusions con- 
cerning the role of large incomes to ownership and private accumula- 
tion. (P. 264.) 

For, in an important sense, his [Béhm-Bawerk’s] monumental work on 
Kapital und Kapitalzins, which has its acknowledged practical, social 
origin in the conflict between labor and capital, is ultimately dedicated 
to a refutation of the socialist exploitation theory. (P. 517.) 


These allegations of conscious implications of, and motives for, the formu- 
lation of theories are not demonstrated, and often they are completely 
farfetched. Thus Rogin draws a distinction between the economic theory 
of Senior before and after the autumn of 1830, the division corresponding 
to machine riots which were held to have aroused Senior’s fears of the 
laborers and diminished his benevolence (pp. 239, 240, 243, 248, 251, etc.). 
Not even a modicum of evidence is given for this alleged change of view,' 
nor for this reason for any change that might have occurred. 

In the main, then, Rogin discusses policy implications that should have 
been drawn by the author and his contemporaries—that is, if they had also 
been left-wing New Dealers writing in the deepest shadow of the great 
depression.? This vantage point leads Rogin to both a remarkable distribu- 


! The basis of this charge is that Senior had not opposed unions and paternalistic labor 
legislation before 1830—possibly because he had not written on them. See Marian Bowley, 
Nassau Senior (London, 1937), Part I, Ch. 1. 

* Rogin’s own position, which is not under consideration here, is most explicitly stated on 
pages 425-27. It is composed chiefly of a Marxist critique of capitalism and a socialist-planning 
version of neoclassical economics with democratic political processes. But see page 410, n. 218. 
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tion of emphasis and a remarkable set of deductions of policy implications 
of theories. 

The crucial implications for policy are usually in the standard Marxian 
categories: private ownership (=monopoly) of the means of production 
(pp. 161, 167, 170, etc.), devastating cyclical fluctuations (p. 261), class 
struggles (pp. 105, 155-56), progressive monopolization (pp. 146, 277), 
extreme income inequality, poverty and exploitation (pp. 102, 214). Policy 
implications which do not fit well into these preassigned categories are 
ignored, minimized, or distorted by the author’s perspective. For example, 
Ricardo’s writings on monetary policy are completely ignored, although 
they are at least as closely oriented to policy as his other work, and so too 
is his discussion of taxation. 

The derivation of implications is equally one-sided. Ricardo, ‘‘the first 
great economic liberal who accepted modern industrialism wholeheartedly 
and wanted to implement it” (p. 110), served this end by his powerful 
arguments for free trade in corn (p. 128). He advocated a capital levy be- 
cause the taxes for debt service fell on profits, and hence discouraged 
economic progress (p. 142). A remarkable exponent of industrialism was 
Ricardo, who had scarcely any knowledge of, and little interest in, the 
industrial life of his Britain. He had peculiar views for a wholehearted 
exponent: he argued that wage incomes should not be taxed, and that manu- 
factures should not be protected by duties. Again, for Rogin the anchor of 
Smith’s theory was the chapter (Book II, Ch. 5 of the Wealth of Nations) 
in which he argued that capital was most productive in agriculture—this is 
presented as the basic weapon of his attack on mercantilism (pp. 65, 71 ff.). 
To all other interpreters this chapter is a small scar from verbal duels in 
Paris. 

The relationship of theory to policy is an important aspect of Dogmenge- 
schichte and one which has received less study for the post-Smithian period 
than it deserves. We owe appreciation’to Rogin for emphasizing it. But 
we should study, not primarily the policy questions that now seem crucial 
to the particular historian, but those which seemed important to the econo- 
mist at the time. It is my impression that theories were seldom devised, 
and seldom accepted by fellow economists, to reach definite policy posi- 
tions; sometimes, indeed, the theories have led their owners to policies which 
no sensible man not being misled by theory could possibly entertain. Con- 
versely and perversely, many policy corollaries of a theory were expressly 
spurned by their authors; for example, Marshall demonstrated that excises 
on necessaries entail a smaller loss of consumer surplus than excises on 
luxuries, and he did not recommend that excise taxes be imposed primarily 
on goods consumed by the working classes. The subtle relations between 
theorizing and policy attitudes are not to be disentangled with a Marxian 
crowbar. 

The validity of a theory, according to Rogin, is dependent not so much 
upon internal coherence or explanatory value (although these are not ir- 
relevant) as upon its congruence with the main economic and political cur- 
rents of its time. “[Validity] involves judgments as to the adequacy of the 
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theoretical articulation in the light of its practical aim, and judgments as to 
the possibility of the aim being realized in given historical circumstances” 
(p. xv). It is not clear how, on this criterion, a valid theory is to be dis- 
tinguished from a successful one. But the criterion is surely superficial: 
every widely held theory is successful in the sense that it has had a real, 
although frequently a very subtle, influence on policy. The economists of 
the last hundred years who have held up free trade as a goal have been un- 
successful to the extent that protectionism has been increasing, but they 
have been successful to the extent that protectionism has had a smaller 
triumph than it would have had if the economists had not been opposed to 
it. Even in their opposition to “successful” policies the theorists have been 
more influential than they would have been had they jumped upon every 
political bandwagon. 

Two examples will serve to illustrate Rogin’s use of the criteria of 
validity. The first is the judgment on the Physiocrats, with which I am in- 
clined to agree: 

When, as with the physiocrats, the practical interest is dictated pre- 

eminently by the requirements of capitalist entrepreneurs in agricul- 

ture and by the fiscal requirements of a moribund state, at a time when 
nonagricultural capitalists were leading in economic, political, and so- 
cial reconstruction and on the eve of a time when the dynamics of ac- 
cumulation and productivity were to be associated primarily with the 
career of industry, then the value of the doctrine not only is limited for 
the later demands of effective policy, but is also highly qualified in its 
own age and in the country which gave it birth. (P. 50.) 


One would have thought that by the same criteria, Ricardo’s successful 
plea for free trade would be judged highly valid, but not so: Ricardo did 
not orient himself to the “strategic factor” in his society: 
In terms of the professed utilitarian perspective of the Ricardians, 
their strategic factor should have been, not the Corn Laws with a dubi- 
ous “dribbling down” theory of the material welfare of the masses, but 
the unrestricted acquisitiveness of those who were in control of the 
means of production. (P. 153.) 


And so, validity, like meaning, is judged in terms of Rogin’s personal posi- 
tions (as he once concedes, p. 103). 

The long and interesting chapter on Marx which marks the midpoint of 
Rogin’s book and of the period covered deserves a brief comment. In broad 
outline it is a sympathetic interpretation of Marx, but Rogin is critical of 
those elements of the theory which are designed to be revolutionary propa- 
ganda (labor theory of value, theorem on declining profits). He believes 
that Marx’s great error was to underestimate the roles of labor combination 
and democracy: 

As indicated earlier in our criticism of the manner in which his theory 

on the whole neglects the implications of state intervention and the in- 
creasing political and economic organization of labor in expanding po- 
litical democracy, his theory of wages is far less a prophecy of the future 
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trend of wages than a description of the untrammeled consequences of 
the exercise of economic force. (P. 402.) 


In terms of Rogin’s own framework I think this criticism is overstated: the 
revolutionary and antidemocratic elements of Marx’s thought possibly have 
been even more congruent with later developments than his more positive 
economic theory. 

Beginning with Walras, Jevons, and Menger, Rogin’s treatment under- 
goes a moderate change of emphasis. The meaning of a theory becomes 
somewhat less a matter of policy implications and more a matter of analyti- 
cal content, and validity becomes more a matter of the empirical validity 
of the theory. To the extent that the shift occurs, it represents an abandon- 
ment of the central thesis of the volume: 


My research into the history of economic thought has tended to con- 
firm... that significant new orientations in economic theory first 
emerge (and persist, often in a changed role) in the concealed or uncon- 
cealed guise of arguments in the realm of social reform. (P. xiv.) 


But partial abandonment was inevitable: the science was becoming profes- 
sional and much of its subsequent development was in response to its pro- 
fessional needs, not to policy problems or outside pressures. The marginal 
utility theory, or the general equilibrium theory, or most of Marshall’s 
analytical contributions cannot be traced to extra-scientific influences, and 
Rogin no longer attempts to discuss these fundamental developments in 
terms of his basic plan. His failure is not novel: other historians of doctrine, 
such as W. C. Mitchell, who sought to relate economics to contemporary 
economic or social or political developments, also begin to shift ground 
when they reach the 1870s. 

The abandonment is of course less than complete, and a few examples 
of Rogin’s later judgments may be instructive: 

Instead of working on the problems of his own time, he | Walras] worked 

implicitly on those which belonged to the time of Adam Smith. In doing 

so he betrayed his own protagonism of a socialisme synthétique, .. . 

(P. 438.) 


In its practical orientation, Jevons’ theory of capitalization appears to 
be adjusted to the task of allaying the “delusive” conflict between labor 
and capital; ... (P. 468.) 


Why does Marshall in his Principles fail to develop the abundant 
grounds of monopoly? Why does he, instead, dwell on the inhibitions to 
the growth in the size of firms? Because the problems of poverty and 
the diffusion of material welfare are to be solved in the context of pri- 
vate enterprise educated to “chivalry.” (P. 581.) 


In the case of these later economists, however, Rogin does not ignore the 
large parts of their theoretical work to which he cannot attach a meaning 
in terms of policy implications. 

Instead, he shifts his attention to their analytical characteristics and es- 
pecially to their empirical reality. The main judgments are not surprising: 
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the theory of competition is of no relevance to the monopoly-ridden econo- 
ries of their times and ours, the consumer theory supports no theorems on 
maximum satisfaction because it accepts the existing extreme inequality 
in income distribution and disregards unemployment, and so forth. The 
“realism” of economic life continues to be the set of clichés which domi- 
nated the radical intellectual outlook of 1940.3 

The promulgation of heartfelt views is the duty, not merely the right, of 
the scholar. But there is no poorer choice for the doctrinaire scholar—who 
tightly grasps Eternal, Pulsing Truth—than intellectual history. All his 
conscientious scholarship, all his talents, his sincere and urgent desire to 
improve the world—and Rogin had these in ample measure—cannot help 
him to enter the minds of other economists: he is like an efficiency expert 
who wonders why all 22 men do not join in moving the football in one direc- 
tion. When he embraces also the thesis that theories are—and should be— 
formulated for policies, and forgets that theories exercise large and often 
unpredicted effects even upon their authors’ views of policy, he is doubly 
lost: he has become a self-appointed schoolmaster handing out grades to 
students who did not take his course, and in fact were studying a different 
subject. 

GEORGE J. STIGLER 
Columbia University 


Trends and Cycles in Economic Activity. By WILLIAM FELLNER. (New York: 
Henry Holt & Co. 1956. Pp. xiv, 411. $5.00.) 


The postwar extension of Keynesian concepts to problems of economic 
growth has been accompanied by a shift in emphasis in cycle theory from 
the investigation of minimum requirements for cyclical behavior towards 
the study of the interrelationship of cycle and trend. In this book Professor 
Kellner, one of the pioneers of growth theory, has carried the process to its 
logical conclusion: the requirements of dynamic equilibrium are placed 
firmly in the centre of the stage, cycles are attributed to the failure of these 
requirements to be satisfied, and the trend is regarded as a cycle-lowered 
equilibrium path. To the reviewer this general approach, and particularly 
Fellner’s view that dynamic equilibrium is a range and not an unstable 
point, are highly congenial. On the other hand, important facets of his cen- 
tral thesis are debatable, and raise doubts about his analytical methods; 
while his imprecise and repetitive style and the wide range of topics he 
selects for discussion make it difficult to follow and evaluate the detailed 
elaboration of his central thesis. 

The book begins with a lengthy survey of statistical methods for finding 
trends and cycles. The author makes rather heavy weather of Frickey’s 


* Two quotations will suggest the insularity of such views from empirical research: 

“There are few serious students of history who would assert that any great improvement in 
the material welfare of the laboring class would have taken place without the effective organi- 
zation of labor.” (P. 167.) 

“But there can be no doubt that the relative wages, the share of the workers in the national 
income, declines with capitalist development.” (Pp. 406-07.) 
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link-relative method, and relies for synthesis on the methodologically 
dubious principle that all reasonable methods of cycle-dating should give 
results conforming to the popularly recognized turning points. He con- 
cludes in favor of recognizing only the National Bureau cycle, while admit- 
ting the influence of longer-run irregular rhythms on its severity. Condensed 
narratives of major downturns are used to highlight the main points of the 
subsequent theoretical analysis. 

Growth theory is introduced in Part II, which starts from the familiar 
proposition that new investment must be increasing if past investment is to 
justify itself —the exposition of this crucial proposition is peculiarly tortuous 
and difficult—and the empirical fact that the proportion of income saved 
tends to long-run constancy. The problem as Fellner sees it is to explain 
successful growth in the past. While he allows some adjustability of the 
capital-output ratio, he believes that the adjustability of relative income 
shares and the profit-plus-interest rate is limited. Consequently, in contrast 
to classical theory, he finds the equilibrating process in the fact that techno- 
logical and organizational improvements tend to be forthcoming on the 
scale required to offset diminishing returns to capital (which tends to grow 
faster than labor) and of the type required to permit equilibrium at rising 
real wages (thus avoiding “social friction’’). 

Part III elaborates on the theoretical requirements of dynamic equilib- 
rium. The “condition” of dynamic equilibrium is a joint one, involving 
both general price stability and equality of planned investment with actual 
savings (the two are interdependent—price stability requires appropriate 
spending propensities for monetary policy to influence, and ensures equality 
of planned with actual savings). Since the condition is subjective, it must 
be studied via its objective corollaries, of which three are distinguished: im- 
provements adequate in quantity and quality to offset diminishing returns 
to capital without “overshooting” (reducing equilibrium real wages); 
gradual structural change and sufficient resource mobility; and absence of 
legal, institutional, and policy-conflict obstacles to proper monetary man- 
agement. 

Failure of the corollaries to be satisfied implies scarcities and leads to 
cycles, which can be described in terms of alternations in the rate of over- 
coming scarcities. Part IV discusses the familiar paradoxes of disequilib- 
rium, presents various reasons for being less pessimistic than one might 
be about the effects of a permanent stoppage of growth, and criticizes 
mathematical and econometric models fairly but severely. 

Part V is concerned with a variety of broader aspects of growth: pre- 
conditions for the growth process as the author conceives it are discussed— 
adequate initial resources, administrative unification, materialistic ideology 
—and the prospects for growth by “latecomers” commented on. Turning to 
developed economies, Fellner is concerned with the possibility that the new 
orientation towards economic equality and security will seriously inhibit 
growth processes and the survival of capitalism; on balance he is optimistic, 
with a major reservation about the Russian military threat. 

The main theme of the book is its insistence on adequate technological 
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and organizational improvements as the chief requirement for successful 
economic growth. Fellner’s exposition of the mechanism by which such im- 
provements are induced (Ch. 8) and his use of the hypothesis in the interpre- 
tation of past trends in capital-output ratios, distributive shares, and 
yields on capital (Appendix to Part III) are substantial original contri- 
butions. Nevertheless, reflection on this theme prompts the suspicion that 
Fellner may have been led from a spurious problem to a spurious conclusion: 
only the acceptance of the Keynesian assumption of behavioral rigidity as 
the natura! state of capitalist economies makes successful economic growth 
in the past a major miracle to be explained by special factors which must 
then be elevated into preconditions of successful growth. The fact that in 
the past improvements offset diminishing returns to capital does not prove 
that growth could not have proceeded satisfactorily with diminishing re- 
turns, and still less does it establish an allied theme of the author’s, that 
capitalism and Western democracy will break down if insufficiently rapid 
growth is generated-—a proposition so far unsubstantiated. On a narrower 
front, the improvements hypothesis, though it illuminates, does not explain 
entirely satisfactorily the cycles of experience. 

A review of this length cannot do justice to the breadth of Fellner’s range 
and the subtlety of his thought on many detailed points of theory. These 
qualities, unfortunately, entail a certain lack of integration and require a 
degree of prior knowledge of the field which make it difficult to recommend 
the book as an introductory volume for students. It should be added that 
the author has provided excellent bibliographies for each section of the 
argument. 

Harry G. JOHNSON 

Manchester University, 

Manchester, England 


Laissez Faire and the General-Welfare State, A Study of Conflict in American 
Thought, 1865-1901. By Stoney Fine. (Ann Arbor; University of Michi- 
gan Press. 1956. Pp. x, 468. $7.50.) 

This well-written and comprehensive study endeavors to draw together 
in a balanced presentation the main strands of public opinion, judicial inter- 
pretation, and legislative and administrative action on the subject of the 
role of the state in economic life. The author, who is an historian by profes- 
sion, set himself the task of stating as completely as possible the philosophy 
current in various professions and walks of life during the latter half of the 
nineteenth century both favorable and unfavorable to the policy of laissez 
faire, and of tracing the reflection of this thought in actual policy. He opens 
with a good introductory survey of the development of American thought 
from 1763 to 1865, the time when /aissez-faire thought had its greatest 


vogue. The central focus of the work, however, is on the period between 
1865 and 1901, during which time American opinion and policy underwent 
a very great change away from /aissez faire. Throughout, the attention is 
very heavily placed on conceptual systems, and only lightly on the political 
background and economic effects of public policies. 
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To Mr. Fine, laissez faire is the doctrine of the negative state. He does 
recognize, however, that in theory, and especially in practice, this doctrine 
was compatible with a good deal of government promotion of economic 
affairs. He uses the term /aissez faire in a broad sense rather than in the more 
limited one in which it appears frequently in the eighteenth century as a 
public policy designed to facilitate the more effective operation and clear- 
ing of markets. To him, therefore, laissez faire means primarily social and 
economic Darwinism, and it is no accident that he leads off with a presen- 
tation of the views of Herbert Spencer, the man who, in his opinion, most 
influenced American thought in the mid-nineteenth century. 

The first main section of the work is devoted to a statement of the philo- 
sophical foundations of laissez faire in America and to the elucidation of 
policy in the light thereof. He gives excellent brief summaries of the views 
of such economists as Francis Bowen, David A. Wells, Amasa Walker, 
Edward Atkinson, Horace White, J. L. Laughlin, A. T. Hadley, and William 
G. Sumner. On the whole these philosophical outlines are well done and 
present a good review of the opinions of professional economists on public 
questions at the time. That the writer regards these men as somewhat mis- 
guided is made evident by such comment as “the bankruptcy of the laissez 
faire position,” which he uses in discussing attitudes toward unemploy- 
ment (p. 62). After dealing with the theoreticians, he turns to the philosophy 
of the business man as indicated by speeches, letters, and essays, but here 
the material is much less satisfactory. Andrew Carnegie appears as the chief 
figure, though possibly he is not the most typical. In this section one might 
well question the writer’s inclusion of the struggle over the monetary 
standards as part of the general controversy regarding laissez faire. It seems 
to be forcing matters to regard the gold standard advocates as being pri- 
marily of the laissez-faire camp and the greenbackers and silver interests as 
representing the welfare state. To this reviewer, the monetary debate seems 
to have been primarily a question of technical monetary management with 
overtones of pressures on the part of those who would gain or lose from a 
changed value of the dollar. The author concludes this first section by ex- 
tracts from the writings of prominent Protestant clergymen and by a review 
of the instances in which judges by judicial interpretation wove laissez-faire 
philosophy into the law of the land. He reaches the not surprising conclusion 
that both the Protestant clergy and the judiciary strongly supported laissez 
faire during its period of dominance. 

The larger part of the study, 231 pages, is devoted to the subsequent at- 
tack on laissez faire and to the rise of concepts of social control which he re- 
gards as foundation stones of the welfare state. He starts with an account of 
the rise of the social gospel, primarily in the Protestant churches. Of great- 
est interest to economists, however, is the long chapter on ““The New Politi- 
cal Economy.” The rise of this new school he attributes mainly to the in- 
fluence of the German historical economists, which reached the United 
States through such men as Richard T. Ely, Henry C. Adams, E. J. James, 
Simon M. Patten, J. B. Clark, E. R. A. Seligman, and R. Mayo-Smith. 
Economists may well be flattered that an historian should regard the views 
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of some of their number as of such great importance in the history of 
American thought. He gives very good brief summaries of the basis of the 
dissent by these writers from the classical position and of their reformist 
views on questions of economic policy. 

Members of the American Economic Association will undoubtedly also 
be interested to learn that their organization was founded in 1885 as a pro- 
test against laissez faire, and that the founders expected that the body 
would take a position on public issues. This view did not long prevail, how- 
ever, and he notes that about 1888 this concept of the role of the Association 
was abandoned in favor of that of a nonpartisan professional society. Fine 
concludes that the new school of reformist economists contributed im- 
portantly to welfare-state philosophy by focusing attention on measures to 
raise the level of consumption, by emphasizing education, health and gen- 
eral well-being as objectives of policy, by urging national planning, es- 
pecially in connection with natural resources, and by providing a rationale 
for the regulation of both trusts and natural monopolies. 

He follows this account of the economists’ opinions with a much briefer 
review of the ideas of leading sociologists, political scientists, philosophists, 
reformers, labor leaders and socialists. There is a long and interesting parade 
of sketches which includes such names as Lester Ward, FE. A. Ross, William 
James, John Dewey, and Henry George. It does, however, seem very 
strange that the writer does not pay more attention to responsible business 
opinion during this period in which the rise of large-scale business was a 
major phenomenon. It is by no means evident that this opinion was all for 
laissez faire and social Darwinism. Indeed, one might expect that the 
business class would play a large role in influencing thought and policy. 
Nevertheless in this long section dealing at times with quite obscure re- 
formers there is no substantial attempt made to survey the views of business 
leadership. One is therefore left with the impression that the reforms were 
carried out primarily as the result of the writings and personal influence of 
a small number of academicians and popular agitators. This is hardly the 
full story, and it seems unlikely that the writer intended it to be such. 

On the whole, however, these omissions and the criticisms that might be 
made seem to be quite minor. This work deserves careful study by econo- 
mists in general and especially by those interested in economic history and 
in the history of economic thought. 

Joun G. B. HutcHins 

Cornell University 


Méthode scientifique et science économique. Vol. I1, Problémes actuels de 
Vanalyse économique: ses approches fondamentales. By ANDRE MARCHAL. 
(Paris: Librairie de Médicis. 1955. Pp. 314.) 

Any review of this book is made difficult by the fact that it represents 
only the second volume of an ambitious, almost encyclopedic, effort by 
André Marchal, professor of political economy at the School of Law of the 
University of Paris (not to be confused with Jean Marchal). Asa result, the 
title of the second volume is somewhat misleading because it is less con- 
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cerned with methodology than with systematology, although the former is 
by no means absent. 

He is frank in admitting that he is trying to develop a theory “for inter- 
ventionist, or dirigiste economic policies, now followed by all the great na- 
tions,” thereby divorcing himself sharply from classical economics. He 
criticizes former (particularly French) theories for being too abstract, 
too hypothetical, too deductive, and above all microcosmic and static. ‘Re- 
ality knows no equilibrium, only disequilibria.”” Much of his study is de- 
voted to a consideration of macroeconomics, both global and sectoral, and 
of dynamics in its two aspects: as a method and as a phenomenon. Under- 
lying it is another fundamental conception, namely the replacement of the 
individual individual by the social individual and the resulting sociologi- 
zation of economics, or perhaps the replacement of certain assumptions of 
individual psychology by those of social psychology. Instead of a homo 
oeconomicus he sees primarily social groups, each exhibiting a diverse form 
of economics behavior. He accepts the term comportement social, coined by 
the other Marchal, as one of the cornerstones of his approach. 

All this is in the best French tradition, clear, logical and truly monu- 
mental, although not entirely convincing when it comes to the critical points 
of his mental architecture, such as the transition from and connections be- 
tween microdecisions and macroquantities. He recognizes the preliminary 
and inconclusive character of his system in his conclusions. Taking older 
theories to task for producing universal and perpetually valid schemes, but 
schemes devoid of realistic content, he advocates “spatial and sociological 
differentiation” and believes general theories will have to be preceded by 
studies of specific societies and their segments. He finally tests, and in the 
last analysis rejects as universally valid, the schemes of Walras-Pareto, 
Marshall and Keynes. The first because it assumes an universe of micro- 
unities and of equals, as well as the neglect of monetary factors, Marshal! 
because of his preoccupation with micro-equilibria. His comes closest to 
Keynes, but rejects the oversimplifications to which his approach frequently 
leads, questions its applicability to full-employment societies and more par- 
ticularly its lack of real dynamism. While doubting the explicative value of 
Keynesianism, he pays tribute to it as being “one of the first-if not the first- 
general and coherent theory of planned economy (économie dirigée).”? His own 
preference (p. 291) is for a scheme half-way between the Walraso-Paretian 
and the Keynesian approach—a theory not yet conceived either by Mar- 
chal himself or by others. Thus the reader is left somewhat suspended in 
midair after having followed his reasoning in all its intricacies. 

Perhaps the most suggestive chapter is his search for mobiles, i.e., dy 
namic factors causing changes in social systems and transitions from one 
economic system to another. Here too his approach is essentially empirical 
and eclectic. He concludes that the tendency of social as well as physical 
sciences is away from determinism towards “possibilism” or “probabilism.” 
He finds that even 2mong Marxists (he quotes Engels, Labriola, Plekhanov) 


pluralism and probabilism are gaining as against monism and determinism. 
His empirical approach leads him to the finding that the capitalist system 
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is compatible with several different kinds of political and juridical struc- 
tures, with equality as well as extreme inequality of income, even with vari- 
ous types of ‘‘mental structures.’”’ As a matter of fact he comes pretty close 
to Schumpeter, although for different reasons, in stating that “not only is 
capitalism compatible with different mental structures ... but it requires 
in its midst groups moved by other forces (mobiles) than the capitalist 
force,”’ such as the civil servant, the soldier, the judge, the priest, the artist 
and above all the scientist. He tentatively states that the same principle 
may apply to socialist societies, all of whom tolerate lesser or major de- 
partures from the socialist directive and ‘‘mental structure.” 

In a similar context he believes that both capitalism and socialism seem 
to be evolving neither towards classless societies nor towards increasingly 
rigid and antagonistic two-class societies, but towards a variety of three- 
class societies, in which at a higher stage of development the new middle 
class tends to push back both capitalist and proletarian. He cites Sweden 
and the United States as glaring examples of societies where the notion of 
“social mosaic” has replaced the notion of a social pyramid. Having just 
returned from the Soviet Union the reviewer hesitates to accept Marchal’s 
notion that in that country there are two privileged classes: the high official- 
dom and the kolkhozniki. One might just as well feel that the latter are defi- 
nitely underprivileged, that the lightening of government pressures is only 
temporary, and that a new anti-kolkhoz offensive is underway in the colossal 
sovkhozes now being created in the vast spaces of Kazakhstan. 

Marchal’s work is based on a thorough and comprehensive knowledge of 
French, English, American and Swedish thought and probably represents 
one of the best reviews and reformulations in the field. The Swedish, and 
above all the work of J. Akerman, comes closest to Marchal’s own predilec- 
tions. Marchal’s trilogy seems to indicate that France has thrown off a cer- 
tain traditionalism which hampered its social scientists since the last war 
and that it may return to its traditional role of pathbreaker and renovator. 

FRANK MUNK 

Reed College 


Wirtschaftswachstum und Gleichgewicht. By Witty Kraus. (Frankfurt am 
Main: Fritz Knapp Verlag. 1955. Pp. 297. DM 19,60.) 

This volume is of a kind rarely published in the United States or Britain. 
The author does not offer any distinct contribution of his own, but he does 
give us an accurate and up-to-date account of the major contributions to 
the theory of growth (Cassel, Harrod, and Domar) and the theory of the 
business cycle (Wicksell, Hayek, Keynes, Hansen and others). Parts I 
and II of the book are devoted to such an account. Moreover, in Part III 
the author reviews the attempts toward a synthesis of the two fields (Frisch, 
Metzler, Samuelson, and Hicks). In Part IV, Kraus offers his own evalua- 
tion of the relative merits of what he calls the oscillation-model approach 
and the Wicksellian approach. 

Of these two alternatives, the former, as exemplified by Hicks’ A Contri- 
bution to the Theory of the Trade Cycle, is long on substance but short on 
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generality. The Wicksellian approach is very general but rather empty as 
long as we are not told exactly what hides’behind the terms ‘‘money rate” 
and “natural rate.”” The compromise between substance and generality will 
always be with us. Either we are quite unspecific, not indicating the exact 
number of our variables, let alone the exact relationships between them, 
with the result that we get generality but are exposed to the criticism that 
most of the work remains to be done. Or alternatively we commit ourselves 
to specific hypotheses, rigorously expressed, and as a result get operationally 
significant models with plenty of substance, but this time are exposed to 
the criticism that we deal with only part of the problem or with only a very 
special case. 

By and large, economic theory is moving swiftly in the direction of more 
substance and Jess generality. Major advances like linear programming in 
the theory of the firm or input-output models of general equilibrium exem- 
plify this trend. In Kraus’ field, the trend is visible in the mathematical 
oscillation models of the Frisch, Metzler, Samuelson or Hicks variety. 
Such models are ingenious, Kraus admits, and they are operationally sig- 
nificant: Express the behavior hypotheses and the parameters in the form 
of difference equations, find the roots of those difference equations, and you 
know the properties of the time path of the system without having to trace 
that time path step by step. 

Yet Kraus rejects such models in favor of what he calls the Wicksellian 
approach. The oscillation models are rejected on the grounds that they ig- 
nore money and banking, psychology, innovations, and several other 


things. Here, the Wicksellian theory is found to be superior, for behind the 
“natural rate” we find expectations, technological change, quantitative as 


well as qualitative growth, etc. And behind the “money rate” we find the 
entire structure of interest rates, standards of credit-worthiness as well as 
all the institutional characteristics of the banking system. Thus everything 
has been taken into account! 

Or has it? Kraus seems to be perfectly happy with a verbal presentation 
mentioning everything. But it is one thing to say that linear difference equa- 
tions in a few variables with a floor and a ceiling thrown in are inadequate, 
quite another to be content with a vague verbal enumeration of things. 
Richard Goodwin, in his contribution to the essays in honor of Alvin 
Hansen, aptly defended his use of linear relationships by saying: “Other- 
wise in most cases a mathematical, and a fortiori a verbal, analysis of this 
type of problem is impossible.” In its ability to keep track of the timing of 
events, verbal reasoning is hopelessly inferior to difference equations. It 
would indeed be amazing if verbal reasoning should suddenly do better as 
the number of things to keep track of were increased or the relationships be- 
tween them were to become more complicated. 

Even so, one cannot but admire the fairness and accuracy with which 
Kraus has described the present state of affairs in the theory of growth and 
fluctuations. 

Hans Brems 

University of Illinois 
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Die Periodenanalyse als Theorie der volkswirtschafllichen Dynamik. By 
Ericu Hopemann. Volkswirtschaftliche Schriften 20. (Berlin: Duncker 
& Humblot. 1956. Pp. 225. DM 16,00.) 

For this work, “Period Analysis as a Theory of Macroeconomic Dy- 
namics” is a misnomer. What the author intends is something like a philo- 
sophical critique of the methodological and epistemologica! foundations of 
quantitative ec onomics. 

The bulk of the first part is concerned with the simplest aspects of the 
subject-matter treated in Chapter 9 of W. J. Baumol’s Economic Dy- 
namics. There is an example of a recursive system on page 15, but the au- 
thor’s very first algebraic operation (a replacement) comes out wrong; 
2p?(t—1) is not equal to 2p(t) p(t—1). 

The next part, about the “Presuppositions of Period Analysis” and, es- 
pecially, “The Basic Elements (Epistemic Means) of Period Analysis,” 
begins with a discussion of So-Being and There-Being. Some of it is mean- 
ingful but irrelevant, some of it relevant but false. The author is particu- 
larly concerned with philosophical problems pertaining to time. He feels 
that “ ‘Periodizing’ in the sense of period analysis, whereby macroeconomic 
exchange relations are supposed to be purely formally associated with the 
attribute time interval, is erroneous” (p. 39), but we never learn how this 
blunder could be rectified. 

The epistemic path (Erkenntnisweg) of period analysis is the next topic. 
There are real lags and computed lags. “Immediately really given” are only 
the real lags (p. 47). If the reduction of computed lags to real lags should 
prove impossible, then “the computed lag would be a pure So-Being, i.e., 
one that is engendered by thinking and exists only in consciousness. In- 
ferences therefrom would not have validity for the real reality” (p. 47). 

The section on “The Theoretical Sequences as Explanation of the Tem- 
poral Connections in Economic Event Processes” makes the point that 
“lags are predominantly—although with gradual differences—of hetero- 
geneous duration” (p. 121). This causes such trouble for the fixation of a 
unit period that “the individual recursive sequence as deduction of temporal 
relatednesses has no real validity any: more” (p. 139). 

Finally, in “The Epistemic Value of Econometric Period Analysis,” the 
author expounds, he thinks, the principles of induction in econometrics. 
From page 186 on, we find a critique of the method of least squares. It is 
pointed out that the technique requires the computation of means. But, 
according to the author, the mean is just an “‘ersalz value . . . to which can- 
not be attributed any subject-matter significance with regard to the statisti- 
cal time series” (p. 188). Why not? Because “Only if a normal distribution 
of the raw data is given, does the use of the arithmetic mean make sense, 
does it possess material adequacy” (p. 189). Later on, the author readily 
agrees with the econometricians that statistics cannot verify a hypothesis. 
However, econometricians believe, reports the author correctly, that they 
can at least falsify a hypothesis, can have criteria for rejecting it. But this 
is not true, either, says the author (and he does not by any means base his 
opinion on one of the subtler arguments of Alfred Ayer!). To sum up, “Econ- 
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ometric period analysis simply does not represent an ‘explanation’ ” (p. 
211). 

Throughout the book there are copious references to the respectable pro- 
fessional literature. It is amazing what the author has read into it, or out of 
it, for that matter. For instance, Oskar N. Anderson is the most-quoted 
statistician, but one has to read only a few pages of any of Anderson’s writ- 
ings to see that the author’s approach is as un-Andersonian as can be. 

I cannot criticize the economics in the book because, apart from what is 
derived straight from other writers, or garbled, or obliquely alluded to, 
there is not any economics. The book does, however, contain some philoso- 
phy. And here I see the only danger coming from the book: It might make 
young economics students suspect that philosophers in general are frauds 
and that philosophy in general consists in abusing the language. It may also 
lead the adult reader to believe that the philosophers the author refers to 
most often—Joseph (not Josef) Geyser and Erich Becher of Munich—were 
blundering fuddy-duddies. But Geyser (¢f., e.g., Auf dem Kampffelde der 
Logik, 1926, p. 31) had methodological views more sympathetic with the 
econometricians than with the author, and Becher put special emphasis on 
the circumstance “‘that the naive-realistic external-world image of practical 
life and even more so the external-world image of science have established 
their value and usefulness, for explaining and predicting what we perceive, 
in an excellent fashion and for a very wide range” (Einfiihrung in die 
Philosophie, 1926, p. 139). Also, whatever the merit of these schools of 
thought, they did not inculcate the belief that philosophizing about a field 
of knowledge was possible without the relevant technical competence. 

EBERHARD M. 

Center For Advanced Study in the 

Behavioral Sciences, 

Stanford, California 


John Maynard Keynes als Psychologe. By G. ScumO pers, R. Scuréper, 
and H. Sr. Serpenrus. (Berlin: Duncker & Humblot. 1956. Pp. 167. 
DM 14. -) 

This book contains three essays. An introduction by Professor Schmdl- 
ders, Director of the Institute for Financial Research at the University of 
Cologne, on the contributions of Keynes to research in economic behavior, 
is followed by a study of the second author on Keynes as a psychologist. An 
essay by the third author on the theory of expectations constitutes the final 
section. The book summarizes and criticizes past writings. 

Schmidlders sets the tone. He refers to the “unscientific and pre-scientific 
psychology” of Keynes and to his “reckless disregard of methods and re- 
sults of scientific psychology.” Nevertheless, he speaks with appreciation of 
Keynes’ understanding of the “decisive role of human behavior in eco- 
nomics” and even of his knowledge of the nature of man, evidenced es- 
pecially by Keynes’ recognition of the power of habit. Similar are the ob- 
servations of Schréder. After a detailed account of psychological statements 
found in Keynes’ General Theory, he concludes that Keynes’ statements are 


\ 
‘ 


174 THE AMERICAN ECONOMIC REVIEW 


derived from “subjective impressions” rather than from psychological 
studies, and are “too crude, too general, and too incomplete” really to 
clarify the problems raised. 

These criticisms of Keynes’ psychology are based to a large extent on the 
writings of American psychologists, sociologists, and economists, with 
which the authors acquaint their German readers. For readers familiar with 
the American literature, the quotations from the writings of the German 
anthropologist, Gehlen, and of the Swiss economist, Joehr, regarding a psy- 
chological business-cycle theory, are of particular interest. 

Turning to the theoretical position underlying the criticism and formu- 
lated in the third essay, we find several interesting suggestions. Three 
planes of investigation of expectations are clearly differentiated. The “‘indi- 
vidual psychological plane,” the “sociological plane,” and the “‘institutional 
plane” all contribute to an understanding of expectations. The influence of 
groups and institutions on the formation of uniform expectations is pointed 
out. Unfortunately, there is no discussion of the relation of changes in the 
expectations of individuals to changes in the expectations of large groups 
and, therefore, of the relations between ihe micro- and the macroeconomic 
analysis of expectations. 

Sometimes it has been assumed that German economic thinking tends 
to be either formal-conceptual or historical. In these German treatises, how- 
ever, specific problems of economic behavior are viewed as the central 
problems of economics. Yet the authors do not proceed far enough. They 
do not seem to appreciate the need for and the possibilities of empirical re- 
search on economic motives, attitudes, and expectations. For instance, fre- 
quent lengthy quotations from this reviewer’s writings consist almost ex- 
clusively of theoretical conclusions and do not acquaint the reader with any 
empirical studies from which those conclusions were derived or through 
which hypotheses were tested. 

Needless to say, critical summaries of past attempts toward an under- 
standing of the role of psychological factors in economic behavior are useful. 
But what is most needed at present, in the opinion of this reviewer, are 
studies about the ways in which expectations influence the decisions by con- 
sumers and businessmen on spending, saving, investing, or price-setting 
under varying conditions. Such studies need to be carried out in several 
countries, and it would be most valuable if it were possible to compare an 
analysis of German economic behavior with that of American economic be- 
havior. The reviewer finished reading the book in the hope that it represents 
an introduction to future empirical studies. He trusts that the authors, after 
having convinced themselves and their readers of the need for psychological 
orientation in economic research, will proceed to reformulate their cate- 
gories and models into testable hypotheses, and take steps to test these hy- 
potheses. 

GEORGE KATONA 


University of Michigan 
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Adam Smith and the Scotland of his Day. By C. R. Fay. (New York: Cam- 
bridge University Press. 1956. Pp. vii, 174. $4.75.) 

This smal! volume of eleven chapters, one of the Social and Economic 
Studies sponsored by the University of Glasgow, is a study of Adam Smith 
and the Scotland in which he lived and wrote. That each influenced the 
other is accepted knowledge by students of Smith. Professor Fay, who is 
himself an economic historian, underscores this fact by drawing upon eco- 
nomic history and by giving especial attention to the influence of certain 
prominent countrymen of Smith and other notable Europeans of his day 
on literature, science, art, law, and politics as well as economics. 

In the biographical part of the book the author follows closely the works 
of Rae, Stewart, Alexander Carlyle and W. R. Scott to which he adds inter- 
esting and significant information gained from a re-examination of materials 
and from new evidence. He takes one through the familiar stages in Smith’s 
life as a youth in Kirkcaldy, in Glasgow where he was a student and later 
a professor, and in the cultural center of Edinburgh where much of his best 
work was done. The time spent on the Continent as tutor of a young Scot- 
tish duke also gave him an insight into Physiocracy. The expansion of 
trade and commerce which was going on at every hand provided the prac- 
tical materials which made his familiar work far superior to anything yet 
done. Fay’s emphasis on the part played by Smith in developing political 
economy as a science is a significant aspect of this book. 

The main contribution of the book to the folklore of Adam Smith is in 
the last five chapters in which Fay develops the role of certain individuals 
not only in the scheme of political affairs but in related areas. The influences 
of Adam Ferguson, John Millar, and William Blackstone on_ political 
economy and the law is emphasized. Certain influential eighteenth-century 
persons such as Townshend, Wedderburn, Benjamin Franklin, Strahan the 
publisher, Edward Gibbon, a friend and contemporary who published the 
first volume of his book the same year as Smith’s Wealth of Nations, and 
finally the leaders in Physiocracy, Quesnay and Turgot, are treated as shap- 
ing, in greater or less degree, Adam Smith’s work. Oi especial interest is the 
influence of Benjamin Franklin and the American Revolution. These 
glimpses, many of which one sees in the letters that passed between these 
various persons and Smith, will provide the reader with many clues and 
insights into factors that influenced his writings. 

Viewed as a whole, the book adds important documentary materials to 
the great body of Smithlore, but the reader may be baffled at times in at- 
tempting to relate the various materials to each other. Nevertheless, the 
author has succeeded in highlighting the broad and significant factors that 
influenced Smith in writing the Wealth of Nations. The book ends with an 
appendix which discusses the controversial issue regarding the authenticity 
of the familiar Muir portrait of Adam Smith. 

J. F. Bett 

University of Illinois 
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National Income—Analysis by Sector Accounls. By A. J. VANDERMEULEN 
and D. C. VANDERMEULEN. (Englewood Cliffs: Prentice-Hall. 1956. 
Pp. xv, 555. $6.95.) 

This book is much better than it looks. The authors have « learly put into 
it the experience of some years of teaching their subject, and they have 
produced a highly competent and painstaking piece of work. The pub- 
lishers, however, have chosen to give the book an unprepossessing format, 
having the tentative air of a preliminary version of the real thing, and quite 
out of keeping with the quality of the contents. There is also a “teacher’s 
manual” to suggest that anyone who would adopt the text could hardly be 
bright enough to do his own teaching. This “manual,” however, is essen- 
tially an answer book containing solutions to the exercises in the text. 
Since there are roughly 150 of these exercises, many of them consisting of 
several parts, the answer book will certainly be useful. 

The textbook is divided into two parts. The first 10 chapters of Part I 
introduce the sector accounts for households, business, and government, 
and develop appropriate functional relationships to yield a period analysis 
of the aggregative process. Three further chapters deal with comparative 
statics as an alternative technique, foreign transactions, and cyclical fluc- 
tuations. Part II is concerned with financial transactions, and consists of 5 
chapters in which simple balance sheets are used for 4 sectors, banking now 
being treated as a separate category. The fifth and last chapter introduces 
price changes, and extends the analysis of earlier portions of the book. 

The exposition is based on numerical examples throughout, and each 
chapter contains numerous additional exercises that not only test the stu- 
dent’s understanding but also bring out significant points not made else- 
where. Although a rapid turning of the pages might give the impression 
that mathematical formulae have been overdone, closer inspection reveals 
nothing likely to frighten even the timid undergraduate. The authors as- 
sume no particular background beyond an introductory course in economics, 
and they build judiciously on what most students get from such a course 
rather than on what may be in it. 

Owing to the form of the exposition, this book is not well suited to occa- 
sional or supplementary use. As a basic text, however, it is adaptable to a 
considerable range of possibilities. Students in their second year of eco- 
nomics should be able to follow the argument without undue difficulty and 
to work many of the exercises. On the other hand, instructors can easily 
assign exercises that will keep students with more background profitably 
employed. 

The authors write with unusual clarity in a style unadorned by jokes, 
colloquialisms, or painful efforts at either. Students who find nothing to 
laugh at on a first reading will find nothing to complain of on a second or 
even a third. I do not claim to have worked through all the exercises, but 
substantial sampling indicates that they have been thoroughly tested in 
the authors’ own teaching, and that they will accomplish what they should. 
Footnotes have been kept to a minimum, and there are no lists of additional 
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I have found no serious errors anywhere in the book, and should be 
ashamed to reproduce the few minor ones I have noticed. Altogether, this 
is an excellent textbook, and its appearance reflects its real quality less ac- 
curately than does its price. Any instructor teaching a course in national 
income analysis would do well to give this book serious consideration. 

RICHARD V. CLEMENCE 

Wellesley College 


National-Income Analysis and Forecasting. By Ropert M. Bicos. (New 
York: W. W. Norton & Co. 1956. Pp. xxi, 610. $5.95.) 

The intent of the author has been to design this text for “the initial 
course in the area of prosperity and depression.”’ In general, Professor 
Biggs’ treatment of the basic structure of ideas in the area of macroeconom- 
ics is quite elementary. In all fairness, much of the elementary character 
of the analysis derives from the very lucid style of exposition, the complete 
absence of mathematics, and the excellent organization of the book. 

After a conventional discussion of the purposes of national income analy- 
sis, he proceeds to Part I concerning the nature and measurement of eco- 
nomic activity. From the standpoint of acquainting the student with the 
sources of income and production the treatment is quite adequate. The 
discussion of social accounting is not as detailed as that of Richard and 
Nancy Ruggles,' but if the emphasis of a course is on analysis rather than 
measurement the text is satisfactory. The only major criticism of this part 
of the text that might be made is that the treatment of capital theory and 
the productive process and the distinction between income and wealth is 
excessively long and too elementary for students who have had a year of 
elementary economics. 

Part II deals with income fluctuations and contains the major portion of 
the analytical work. The first chapter presents a simplified model of income 
fluctuation which is based essentially on a combination of a Keynesian defi- 
nition of autonomous investment and a Robertsonian definition of lagged 
saving. Fluctuation occurs because the rate of autonomous investment 
changes and the economy moves to a new equilibrium position via the 
Keynesian multiplier route. This model implicitly assumes that producers’ 
expectations are coincident with demand or are solely dependent upon the 
events of the last period. Even in the following chapter dealing with income 
fluctuations in a complex economy it is never suggested that producers’ 
plans might differ from either consumers’ or investors’ plans. The only sig- 
nificant deviation is still between consumers’ (savers’) plans and investors’ 
plans. While the author frankly states that his picture of the economy is 
simplified, it would seem to be more realistic and equally clear to explain 
the central pattern of income fluctuations by differences between the plans 
of producers and buyers, and the resulting failure of realization of plans by 
all groups. 


! Richard and Nancy D. Ruggles, National Income Accounts and Income Analysis, 2nd ed 
(New York, 1956). 
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Following the two chapters treating the mechanism of income fluctuation 
are three chapters on the determinants of these fluctyations; one on con- 
sumer behavior with respect to consumption and saving; one on invest- 
ment, and one on other factors such as housing, government expenditures 
and taxation and foreign trade. 

The chapter on investment contains a discussion of widening and deepen- 
ing of capital, the terms being defined as a constant ratio of capital to out- 
put and an increasing ratio respectively. However, since most investment 
both expands output capacity and reduces the cost per unit of output or 
sales dollar, the distinction between widening and deepening seems arbi- 
trary, confusing, and unnecessary to the analysis. 

The chapters on consumption and investment both contain an analysis 
of expectations, and in each case it is argued that expectations are an inde- 
pendent force determining income only in those cases where the expecta- 
tions are wrong. There is, however, the possibility that the optimism might 
be great enough to create sufficient investment and hence income to justify 
the investment. Optimism would of course have to grow continuously, 
vide R. F. Harrod, Domar, Fellner and others. Biggs would have to say in 
this case that the optimism was simply justified by reality. But this way of 
putting the matter would ignore the causative role of expectations in the 
economic process, 

There is only footnote reference to the concept of marginal efficiency of 
capital, and this is dismissed as being relatively unimportant to the de- 
termination of investment on the grounds that profit margins are unim- 
portant to businessmen. It is not clear why this concept is rejected, since 
Biggs does not suggest that businessmen do not invest without expecting a 
profitable return on the investment. Moreover, since profit margins, accord- 
ing him, are unimportant to investment so are interest rates with which 
they are compared. Nor is the availability of funds of importance, since 
there are so many sources of funds. While in my opinion the chapter on 
consumer behavior is the best in the text, the chapter on investment is the 
least satisfactory. 

This part of the text concludes with a chapter on forecasting. The author 
prefers a national budget approach, suggesting the forecasting of various 
components of gross national product independently and then aggregating 
them with due attention to the interrelationships between the components. 
The student is made aware of the difficulties involved, the availability of 
data, and some of the inadequacies of data. 

Part III is concerned with policies for periods enjoying high levels of in- 
come. The author is disparaging of individual business or labor policies as 
well as government policies designed to create an altered environment for 
the private sector. He is also quite skeptical of monetary policies and, 
properly so, of built-in stabilizers. In this regard he belongs to the camp of 
those who feel that deliberate, discretionary fiscal policies are the only 
solution to maintenance of prosperity. 

Puitie W. CARTWRIGHT 
University of Washington 
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Soviet Industrial Production, 1928-1951. By DonaLp R. Hopcman. (Cam- 
bridge: Harvard University Press. 1954.* Pp. xix, 241. $5.00) 


The index of Soviet industrial production presented in this study is ap- 
parently a more detailed and carefully weighted index than has thus far 
been constructed by students outside the USSR. Interest in an independent 
index of Soviet industrial growth has been strong for many years. In the 
preface to this study, made under the auspices of the Russian Research 
Center at Harvard, Alexander Gerschenkron writes: “It had been recog- 
nized for some time... that the official Soviet index of industrial output 
at 1926-27 prices contained a gross upward bias which made it a very un- 
reliable gauge of Soviet industrial growth.” 

Hodgman’s index, covering the 1928-1951 period, and brought forward 
to 1953 after completion of the study, shows substantially different results 
from the official Soviet index. Indexes are shown for 1928 through 1937; 
1940 and 1941; and 1945 through 1953. Differences from the official index are 
particularly large for the 1928-1937 period. Over this period, the official 
Soviet index shows a growth of 450 per cent, while Hodgman’s index rises 
270 per cent. Hodgman’s more modest measure of Soviet industrial expan- 
sion is impressive enough, implying an average rate of growth of 15 per 
cent per annum. 

In the postwar period, from 1946 to 1953, the trend in Hodgman’s index 
is much more like the official one, rising 192 per cent compared to 223 for 
the Soviet index. In the years 1950 to 1953, Hodgman’s index rises 38 per 
cent compared with 44 per cent for the official index, indicating roughly a 
per annum rate of 12 per cent. In the United States, in the postwar period, 
industrial production has been rising at an average rate of 4 to 5 per cent 
per year. 

Hodgman’s chief contribution is in the index for the 1928-1937 period, 
when the coverage available to him is relatively comprehensive and the 
quality of the underlying series comparatively good. For this period, 137 
physical product series are used covering 54 per cent of large-scale industry. 
Raw materials are well covered in the index, but Hodgman also has repre- 
sentation for a number of finished products, mainly machinery items. 

The substantial departure of his index from the official index for the 
1928-1937 period tends to confirm the broad findings of some earlier ob- 
servers whose appraisals of Soviet industrial performance were based on 
much more primitive calculations. The problem of correcting for overstate- 
ment in the Soviet index contrasts with the frequent need to overcome an 
apparently inherent downward bias in production indexes for this country 
and for some abroad. 

Hodgman’s major task was the construction of a detailed set of weights 
approximating a value-added concept. These weights apparently underlie 


* Editor's note: Neither the Review nor the author of this review is responsible for its belated 
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most of the difference from the official Soviet index. Weights in the official 
index were based on gross values instead of value-added. For the period 
prior to 1951, the prices used for weights resulted in considerable over- 
statement of Soviet expansion. Prices were based partly on the pre-indus- 
trialization 1926-27 period which tended to overvalue products about to 
undergo rapid expansion in output. In addition, prices of new products 
were drawn from their year of introduction and during a period of consider- 
able inflation. 

Weights in Hodgman’s index are based on payrolls including payroll 
taxes for the year 1934. The use of payrolls to approximate value-added 
tends to overweight industries where labor input is high relative to total 
value-added, and of course underweight the others. According to U. S. 
data on wages and salaries in relation to value-added and to national in- 
come, industries with a relatively low labor input include chemicals, petro- 
leum refining, and electric utilities. In the 1928-1937 period, output of 
Soviet electric power stations and the chemicals industry grew far more 
rapidly than the remainder of large-scale industry, according to Hodgman’s 
index. Petroleum refining showed a smaller increase than the total. By con- 
trast, the textiles and leather industries, which grew much more slowly than 
other industries in the Soviet Union, have a high labor input in relation to 
total value added. The combination of overweighting the slow-growing in- 
dustries and underweighting the fast-growing ones imparts a downward bias 
to the total index. There are, however, many offsets, and the net effect on the 
total index stemming from the use of payroll weights is difficult to deter- 
mine. Moreover it is not certain that United States data on the relation of 
payrolls to value-added are applicable to Soviet industry. 

The coverage of Hodgman’s index is confined to so-called “large-scale 
industry.” Generally speaking this segment covers factories, mines, electric 
power stations, and fishing industries. Aside from fishing, the area covered 
is broadly equivalent to manufacturing, mining and utilities, for which in- 
dexes are available in the United States, Canada, Great Britain, and other 
countries. Small-scale industry apparently refers mainly to small flour mills 
and bakeries, but also to tailors, shoemakers, smithies, and the like, which 
actually produced a sizable volume of goods in the earlier part of the 1928- 
1937 period. The share in total output of small-scale industry fell rapidly 
during the whole period. 

After 1937 the Soviet government sharply curtailed the publication of 
production statistics. As a result the coverage of Hodgman’s index is cut 
more than in half, and its quality becomes quite thin for the later period. 
The reader is warned emphatically on page 81 as follows: “ ... the revised 
index must be considered provisional for the post-1937 period until such 
time as more ready access to detailed production data provides an oppor- 
tunity to verify and supplement data presently available.” 

The reliability of the indexes for the earlier period, however, is also 
heavily qualified by Hodgman because of the many adjustments involved 
in the calculation of weights, in the construction of continuous series, but 
most important in the correction for incomplete coverage. This reviewer 
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cannot, of course, judge the reliability of the very large adjustment for the 
unrepresented industries. Approximately two-thirds of all metal-working 
industries are missing and are assumed to have the same quantity changes 
as the represented one-third. For all industries other than metal-working, 
approximately one-third are not directly represented and these are assumed 
to move with the directly represented industries in the nonmetal-working 
area. The adjusted index rises somewhat more than the unadjusted, because 
the weight of the fast-growing machinery index is increased while the weight 
of the relatively slower-growing nonmetal-working industries is reduced. 
The calculations are carefully and well documented, so that a reader know- 
ing more about Soviet industry than this reviewer, may appraise the numer- 
ous assumptions involved. 

Hodgman has put together an admittedly sketchy but useful index of 
output of industrial consumer goods, which brings out clearly the far more 
rapid prewar growth in the nonconsumer sector of the economy. From 1928 
to 1937, Hodgman’s index for consumer goods rises 137 per cent compared 
with a rise in the total index including consumer goods of 270 per cent. 

In the postwar period, at least from 1946 through 1951, growth shown 
in the consumer-goods index tends to parallel that for the rest of the 
economy. This growth from 1946 in consumer goods was from greatly de- 
pressed levels. In this later period, owing to lack of data, the consumer- 
goods measure is based on only a few items, and doesn’t include meat, milk, 
bread, shoes, or any items of household equipment. It is interesting to note 
that Hodgman’s consumer-goods index shows more rise from 1946 to 1950 
than the official Soviet index for consumer goods. 

The index of machinery output is the most important composite in 
Hodgman’s index. Before adjustment for coverage in the metal-working 
group of industries mentioned above, this index is 19 per cent of the total 
in 1934, After adjustment it is 32 per cent. Machinery is defined more 
widely than in the United States to include transportation equipment. 
Hodgman compares his machinery index with a more detailed special index 
for machinery constructed by Gerschenkron. 

The differences between the two machinery indexes are rather large and 
for the period as a whole Hodgman’s index rises much more than Gerschen- 
kron’s. The machinery index is a rough clue to the relatively rapid rate of 
growth of the nonconsumer sector of the Soviet economy. From 1928 to 
1937, Hodgman’s machinery-output index shows a rise of 525 per cent or 
nearly four times the increase shown in his index for consumer goods. 
Gerschenkron’s index shows a rise in machinery output of 425 per cent. 

There is a strong suggestion that Hodgman’s weights may be preferred 
but that Gerschenkron’s index has much better coverage. It is not made 
clear why Hodgman did not use the more detailed series developed by 
Gerschenkron for so important an area of the total index. Apparently he 
felt that superior coverage would be offset by dubious weight calculations. 

It would seem to this reviewer that, generally speaking, information on 
important series ought not to be discarded because of lack of good data on 
weights. Approximate data on weights might profitably be employed. The 
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tendency to “‘lose”’ series data is apparent elsewhere in Hodgman’s index 
when physical product data for the important lumbering industry are dis- 
regarded because of a lack of definite information on weights. Hodgman 
does, however, show as a convenience to the reader the physical product 
data for the lumbering industry. 

A short chapter devoted to comparing rates of growth in the Soviet 
Union with those in other countries should be of interest to the growing 
number of students of economic development. While the present rates of 
growth in the Soviet Union are indeed very high, Hodgman anticipates some 
slowing down as the economy becomes more mature. 

Hodgman has written a fine book on a difficult subject in economic meas- 
urement, involving more than the usual complement of data problems and 
in an area where broad margins of error seem unavoidable. He has undoubt- 
edly made a big step forward in his index for the 1928-1937 period. This 
book, in general, is noteworthy for its full documentation of sources and 
description of procedures. Not many economists are willing to face the task 
of detailed measurement, and for those who do, and do it well, special com- 
mendation seems in order. 

MILTON Moss* 

Board of Governors of the Federal Reserve System, 

Washington, D.C. 


* The views expressed in this review are those of the author and do not necessarily reflect 
those of the Board. 


Mains prings of the German Revival. By H. C. WALtIcn. (New Haven: Yale 
University Press. 1955. Pp. xi, 401. $4.50.) 

Professor Wallich’s book on the German economic recovery from the 
middle of 1948, or the date of the currency reform, up to the end of 1954 is 
the first comprehensive study available in any language of this remarkable 
episode. It is therefore not surprising that the book was immediately trans- 
lated into German, thus offering to the Germans the views of a foreign ob- 
server on their own achievements. 

Wallich develops first a philosophy of economic growth by contrasting 
two types of economic development: one type consisting in the “production 
oriented” growth in which the entrepreneur and his autonomous invest- 
ments play the central role, and the other in the “consumption oriented” 
growth, illustrated by the welfare state of the British kind. The German 
case belongs, according to the author, to the first category. One may doubt 
whether this division is a fruitful one, but, as the author’s investigation of 
the German case is in no way affected by it, it does not detract from the 
value of the book even for the reader who disagrees with the distinction. 

After describing the extent of the German recovery by reference to the 
increase in national income, its sources and its utilization, the author takes 
up monetary and fiscal policy, the free-market policy followed by Erhard 
(and the exceptions to it), investment and the sources of the funds from 
which it was fed, the balance of payments, the progress towards converti- 
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bility of the D-Mark, population movements, labor problems, and some 
topics of a more sociological and political character. 

The picture that emerges is one of a swiftly expanding economy, in which 
investments and exports ran ahead faster than consumption. The expan- 
sion was made possible by the absorption of the unemployed and the influx 
of workers from the east, as well as by a rapid rise in productivity per head. 
Investments could be largely financed out of industria! profits which owed 
their existence partly to the restraint which labor exercised in its wage de- 
mands, and partly also to a tax system which favored investment (as well 
as savings). The long-term capital market was extremely narrow, largely as 
a result of the fixing of interest rates at 5 per cent on mortgage bonds and 
64 per cent on industrial bonds. Only late in 1952 were interest rates freed 
from controls. The dearth of capital led entrepreneurs to finance even long- 
term projects with bank credit which, in view of the limited dimensions of 
the securities market, could not easily be consolidated subsequently through 
issues on that market. However, the unprecedented expansion of bank 
credit did not have inflationary effects since it was in good part matched by 
an expansion of savings- and time-deposits. 

In the field of monetary policy the central bank was, the author relates, 
urged by representatives of the Economic Cooperation Administration “by 
some elements within the British military government,” by the German 
Social Democrats, and by the trade unions, to follow an aggressive full- 
employment policy via credit expansion. The West German government 
“leaned towards the conservative view” which was shared by the central 
bank; the latter regarded the maintenance of the stability of the purchasing 
power of the D-Mark as its first duty. The result was an “‘orthodox”’ mone- 
tary policy. Careful scrutiny of this policy brings the author to the conclu- 
sion that, on the whole, the policy of the central bank was the correct one. 
Indeed, as the unemployment in Germany was “structural” in character, 
the Keynesian policy of general credit expansion would not have been a 
cure for it. 

The author rightly refrains from attributing the German recovery to a 
single cause; and he does not attempt, either, to weight the contributing 
factors according to their relative importance. This could, in any case, only 
be done “impressionistically.” Nonetheless, it might seem to many ob- 
servers, including the present reviewer, that priority ought to be assigned 
to the restraint exercised by labor in its wage demands. This factor was in 
large part responsible for the high profits and therefore for the high level of 
investment; it helped to make German industry competitive in the world 
market; and it facilitated the task of the central bank in keeping the pur- 
chasing power of money stable and thus satisfying what was a prerequisite 
for the revival of personal savings. Nor is this factor irrelevant, undoubt- 
edly, to what is perhaps the most remarkable achievement of al! during the 
period of six years which Wallich covers, namely, the absorption by the pro- 
ductive process of an increase in the total employed labor force of well over 
20 per cent, and in the industria] labor force taken alone of some 35 per cent. 

Friepricn A. Lutz 

Zurich, Switzerland 
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Statistical Methods; Econometrics; Social Accounting 


The Structural Interdependence of the Economy. Proceedings of an interna- 
tional conference on input-output analysis. Edited by Trsor BARNA. 
(New York: John Wiley. Milan: A. Giuffré, for Faculty of Economics, 
University of Pisa. 1956. Pp. x, 429. $7.50.) 

The papers included in this book were presented at an international con- 
ference in Varenna, Italy in 1954. The purpose of this conference, with par- 
ticipants from Italy and ten other countries, was twofold: Partly it was to 
inform Italian economists and statisticians on the latest trends of scientific 
thinking in the field of structural interdependence analysis and partly to 
provide opportunity for exchange of ideas, experience and information be- 
tween experts in order to develop and improve the analytical tools for 
analyzing the structural interdependence of the economy. The book is 
characterized by this double purpose in that some papers are merely ex- 
pository while others are highly technical. Even the contents of the latter 
have to a large extent been previously published elsewhere with the excep- 
tion of those which describe country experience. The quality of the papers 
is also somewhat uneven. 

Nevertheless, the volume represents a very handy and well-organized 
collection of papers which is to be welcomed as an addition to the already 
quite rich literature on input-output analysis, linear programming and ac- 
tivity analysis. One of its achievements is that it illuminates the relation- 
ships between these three fields and clarifies their respective merits. It is 
shown that these approaches do not compete, but supplement each other. 
Linear programming is normative and can be based on empirical data pro- 
vided by either input-output research or activity analysis, although data on 
a national scale so far have been provided only by input-output research. 
When data can be obtained, it depends upon the purpose of analysis whether 
the input-output approach or the activity-analysis approach is more fruit- 
ful. 

The book is organized in four parts. Important theoretical aspects of the 
three methods of structural interdependence analysis are dealt with in 
Part I. Part IL looks upon input-output analysis from the accounting point 
of view including the problems of aggregation, and it is, infer alia, shown 
that a set of input-output tables or a system of national accounts in the 
customary form may be deduced from a general system of accounting. In 
Part III the experience of six European countries is described, and plans for 
prospective work in the respective countries are outlined. While papers on 
country experience frequently are rather dull and primarily descriptive, sev- 
eral of these papers present new ideas, and will therefore be valuable to 
those who themselves want to work empirically in this field. Part IV de- 
scribes application of input-output analysis to problems of interregional! or 
international trade, to the subject of terms of trade between industries of 
the same economy and to the problem of economic development. It also in- 
cludes two papers on the least developed part of input-output analysis, viz. 
consumption. 

Tibor Barna has written an extremely informative introduction where he 
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has surveyed and summarized the main points of the various authors. He 
correctly points out that the authors emphasize the elasticity of the input- 
output or the linear programming approach. The chairman of the Varenna 
Conference, Wassily Leontief, has written a prefatory note; the Italian 
Minister of Finance, Roberto Tremelloni, has written a foreword; and a 
paper by the late Giuseppe Bruguier-Pacini, to whom the volume is dedi- 
cated, on “The Changed Tasks of a Faculty of Economics” is also included. 

Together with Leontief’s books and the volumes on input-output analysis 
and activity analysis edited by the National Bureau of Economic Research 
and Oskar Morgenstern, the papers from the Varenna Conference give a 
comprehensive presentation of structural interdependence analysis, which 
must be appreciated by all economists and statisticians interested in these 
problems. 

PETTER JAKOB BJERVE 
Central Bureau of Statistics 
of Norway, Oslo 


Nasjonalregnskap: Teoretiske Prinsipper (National Accounts: Theoretical 
Principles). By Opp AuKrust. Social-economic Studies, No. 4. (Oslo: 
Statistisk SentralbyrA. 1955. Pp. 123. Kr. 3.00.) 

In 1946, summing up the first ten years of intensive work on national 
accounts for various countries, Carl Shoup mentioned “a substantial 
amount of activity” in Norway. In the ensuing decade, the fruits of that 
activity have become evident. Odd Aukrust, now chief of the research de- 
partment in the Norwegian Central Bureau of Statistics has made a major 
contribution in this field. He was in large part responsible for the earlier 
volume, Nasjonalregnskap 1930-39 og 1946-51, and has now written the 
promised companion volume on theoretical principles. It is important to 
emphasize, as the author does, that this work is primarily a discussion of 
certain theoretical principles that have a direct bearing on empirical re- 
search, rather than a general or comprehensive theory of national account- 
ing. 

This monograph was designed to serve three purposes. In addition to 
the purpose already mentioned, it is the fourth in a series of social-economic 
studies that present historical, theoretical and analytical reports on the 
Norwegian economy by the Central Bureau of Statistics. Combined with 
a part of the earlier volume mentioned above, this monograph has been ac- 
cepted by the University of Oslo as Mr. Aukrust’s doctoral dissertation. 
Just as the author points out the problems involved in constructing a single 
set of national accounts designed to meet more than a single purpose, so 
must one view this multipurpose volume, which in some sections briefly 
reviews recent thinking on certain aspects of national accounting and in 
others contributes to work already done. 

According to the “Opening Remarks,” when Aukrust began his work on 
national accounts for Norway, he was impressed with the need for a fully 
worked out theoretical system that was both logically consistent internally 
and combined simplicity of conception with abundance of detail. With 
considerable practical experience behind him, he has pursued this objective. 
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Chapter [I contains a discussion of the purposes of national accounting. 
Chapter IL concerns historical aspects of theoretical developments with 
special attention to the works of Frisch (the eco-circ system), Stone (the 
payments-flow approach) and Leontief (input-output analysis). From the 
works of these men, Aukrust derives the major components of his own ap- 
proach. Explicitly, he rejects certain of their tenets and substitutes his own. 
The second chapter concludes with a section telling in what ways inter- 
national work, especially that of the O.E.E.C., has influenced the develop- 
ment of Norwegian national accounts. 

Chapter ILI deals with classification problems, contrasts institutional and 
functional approaches, and proposes an axiomatic solution which is de- 
scribed in general terms in the text and is presented in some detail in the ap- 
pendix. Chapter IV, ‘The Problem of Valuation,” restates the now familiar 
Norwegian preference for national aggregates in terms of market price as 
opposed to factor costs. The exercise in logic applied to valuation in one 
section of this chapter does not come to grips with the difficulties of this 
fundamental problem, but it seems clear that Aukrust did not attempt that 
task here. The chapter ends with a short section on measurements in con- 
stant prices over time. 

In Chapter V, ““The Observation Problem,” Aukrust presents a standard 
accounting framework which can be used for each transactor or sector of the 
economy. Four double-entry accounts separate real and financial transac- 
tions, income, and a balancing account for changes in assets. Each account 
is devised to correspond to a definitional equation in the eco-circ system, 
and of the four, any three can be taken as independent equations. In this 
system there can be no overlapping of financial and real transactions, and 
a clear distinction is made between requited and unrequited transactions. 
The properties of a “fully articulated” and “centrally described” system 
are set forth and then evaluated in terms of practicality. The two final 
chapters relate the foregoing theoretical ideas to practices of assembling, 
classifying, evaluating and presenting the data of national accounts with 
special reference to the Norwegian experience. 

In the appendix, the author has attempted to work out an axiomatic 
treatment of classification and valuation problems. To serious students of 
national accounting, this is likely to be the most interesting part of his 
monograph, but here many are likely to be stopped by the language barrier. 
That part of the English summary covering the appendix will only whet 
their appetites. No one is better qualified to remedy this situation than 
Aukrust. 

Janet A. 

Madison, Wisconsin 


Size, Structure and Growth of the Economy of Jamaica—A National Economic 
Accounts Study. By ALFrep P. Toorne. (Kingston, Jamaica: Institute 
of Social and Economic Research, University College of the West 
Indies. 1956. Pp. 112.) 

This study, undertaken at the request and with the cooperation of the 
government of Jamaica, achieves three results: (1) it gives a picture of the 
size, structure, and growth of the island’s economy; (2) it lays the founda- 
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tions for continuing national economic accounting as a basis for the formu- 
lation of economic policies for the island; (3) it introduces refinements in 
national economic accounting which may be usefully applied also in other 
underdeveloped countries. 

1. Professor Thorne’s study is the first attempt to picture the Jamaican 
economy in a frame of national! accounts. The sector accounts are for 1952, 
the last year for which figures were available at the time the inquiry was 
undertaken; but in addition some comparisons with earlier years as far 
back as 1938! show the trends of change and progress. Striking features of 
Jamaica’s economy shown in the 1952 still picture are: (a) the smallness of 
the national income—£90 million or about $174 per capita, (b) the small 
amount (27 per cent) contributed to gross domestic product by agriculture, 
forestry, and mining in a country still “colonial” and “underdeveloped,”’ 
(c) the large amount of investment-—-gross investment was 14.1 per cent of 
gross product, net investment about 9.3 per cent of gross product, compared 
with a figure for net capital formation of less than 5 per cent in most under- 
developed countries. But the author warns that capital consumption esti- 
mates are probably too low. 

The moving picture obtained from comparison with estimates for earlier 
years reveals that between 1938 and 1952 gross domestic product rose from 
£18.6 million to £95 million and to an estimated £105 million in 1953—an 
increase of 465 per cent. This spectacular increase becomes less impressive 
when allowance is made for changes in prices and population. Per capita 
gross domestic product at constant (1950) prices rose from £52 in 1938 to 
£60 in 1952, or about 154 per cent. 

More remarkable are a decline of one-third in the percentage contribu- 
tion of primary industries to gross domestic product, counterbalanced by a 
doubling of the percentage contribution of manufacturing and a 300 per 
cent increase in that of public utilities. This notable advance in industrial 
production upsets Benham’s opinion of 1943 that high labor costs would 
preclude industrial development in Jamaica. 

2. The principal purpose of the study, more important than that of pre- 
senting a national accounting picture of the Jamaican economy, is to lay 
the foundation for a system of continuous national economic accounting to 
help the government in formulating, testing, and currently revising its 
economic policies. Thorne suggests that accounts not only be kept con 
tinuously but that “forecast accounts,” to be continuously checked against 
actual performance, should serve as guides to policy makers. 

3. In setting up national economic accounts for Jamaica, Thorne intro- 
duces some noteworthy innovations: he deals with 11 sector accounts, as 
against 5 accounts used in the United States; he puts all export industries 
into a separate account instead of following the custom of lumping them 
with the ‘Rest of the World” account; he has a separate account also for 
public utilities in order to show the growth of this industry with its stra- 


1 Figures for some of these earlicr years were obtained from F. C. Benham, The National In- 
come of Jamaica, 1942 (Bridgetown, Barbados, 1943); Phyllis Deane, The Measurement of Co- 
lonial Income (1948) (Cambridge, England, 1948); and Central Bureau of Statistics, National 
Income of Jamaica, 1943, 1946 (Kingston, Jamaica, 1948). 
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tegic importance for developing countries. The author then consolidates his 
11 accounts into the system of 6 accounts recommended by the United 
Nations, but he improves upon the United Nations system by separately 
showing the value of subsistence consumption and gifts from abroad. 

Thorne acknowledges the Keynesian character of his study, but he seems 
troubled, and rightly so, by the question of “how far the tools used in 
‘Western’ countries can be serviceable in Jamaica.” The fact is that under- 
developed countries desiring to raise levels of living through industrializa- 
tion cannot significantly use either the economic analysis or the economic 
policies of advanced capitalistic nations; they cannot rely on monetary- 
fiscal policies or on private enterprise to achieve their goals. 

Unemployment is a chronic disease of many underdeveloped countries, 
as it is a frequent acute disease of advanced capitalistic nations. In the lat- 
ter countries fiscal policies designed to increase income and demand can be 
effective in putting idle men back to work in idle plants. To apply such poli- 
cies in Jamaica would be useless. The ten per cent of the total population of 
Jamaica who are unemployed even in'prosperous years cannot be put to 
work in idle plants because there are no idle plants. The first thing that 
must be done is to build the plants in which the idle could be employed. 
What is needed, as Thorne emphasizes, is capital formation. 

But capital formation in underdeveloped countries, again, does not re- 
spond to the type of encouragement relied on in “Western” countries. It 
may be sufficient “for a democratic [Western] government to do such things 
as influence the rate of interest, change the system of taxation and incur 
deficits in order to influence the rate of .. . investment, and consequently 
the... rate of development.” Stronger stimulants are needed in under- 
developed countries, where private enterprise has not been able or willing 
to undertake the investments needed to bring about industrialization. Suc- 
cess, where it has been achieved, was due largely to direct government inter- 
vention. 

This is certainly true of Puerto Rico which is now emulated by the under- 
developed countries. If private enterprise had been relied on to bring indus- 
trialization to Puerto Rico, it would never have come. After all, private 
enterprise had its opportunity for hundreds of years under Spanish rule 
and for half a century under United States rule, yet Puerto Rico continued 
to be a poverty-ridden, capital-poor country until the Insular Government 
launched “Operation Bootstrap” and stepped in with plans and funds for 
investments too risky for private enterprise. 

In Jamaica, too, capital accumulation and consequently greater employ- 
ment opportunities and rising standards of living depend largely on direct 
government planning and direction. Private enterprise has not invested 
enough in the past and is not likely to invest enough in the future to assure 
the desired economic progress. Thorne’s suggestion for a “development 
bank,” presumably after the Puerto Rican model, indicates ‘his awareness 
of the need for government action to promote investment. 

Excessive emphasis on Keynesian concepts and policies in dealing with 
the problems of underdeveloped countries is perhaps inherent in the na- 
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tional income approach and not particularly a fault of Thorne’s book. It 
would not be fair to criticize him for having chosen a national accounts ap- 
proach for his study. After all, that was the kind of study he was commis- 
sioned to undertake. He has carried out his assignment with thoroughness 
and scholarliness and the product of his research, of obvious practical im- 
portance to Jamaica, is a significant contribution to the literature on na- 
tional economic accounting. 
ANATOL MURAD 
Rutgers University 


Economic Systems; Planning and Reform; Cooperation 


Comparative Economic Development. By Ratpu H. and DoNaLp 
L. Kemmerer. (New York: McGraw-Hill. 1956. Pp. vii, 557. $6.00.) 
The title suggests a departure from the conventional textbook approach. 
“This book,” the authors claim, “is not intended to be a text in economi 
history, nor is it intended to be a text in comparative economic systems. It 
is a combination of the two designed for use as an orientation type of 
course.” Unfortunately, they did not succeed in combining the two ap- 
proaches. 

To say that the book is valuable, is to judge it by its lucidity, factual ac- 
curacy, and by the authors’ remarkable skill in condensing the economic 
histories of four major industrialized countries to fit into an average-length 
textbook. These countries—United States, England, Germany, and Russia 
—were chosen, presumably, because each of them represents a distinct sys- 
tem. They are treated in four separate, strictly historical surveys. Each sur- 
vey is divided into an equal number of chapters dealing with developments 
in various sectors (population, resources, agriculture, transportation, manu- 
facturing, finance, labor, commerce). 

The first three countries are judged generally by the familiar standard of 
“pure” capitalism (profit motive, freedom of enterprise, free competition, 
respect for private property). Though the United States has deviated con- 
siderably, has abandoned the gold standard, orthodoxy in monetary and 
fiscal policies, the balanced budget, etc., etc., and though politicians (the 
authors fear) tend to pervert the government’s function as an economic 
stabilizer to their own “spend and elect” ends (p. 124), it still exemplifies 
“capitalism.” England, on the other hand, a country which until recently 
had an undisputed claim to the title, is now in a state of “decadent capi- 
talism” i.e., the “welfare state,” a deplorable state, indeed, which she 
brought upon herself by excessive controls and welfare schemes. Now, this 
is definitely unkind, particularly to the present government which is trying 
so valiantly to square its liberalization program with dollar gaps, military 
commitments, free consumer spending, inflation, etc. 

The authors, apparently reluctant to drop National Socialism or Fascism 
as a distinct “system,” by including Western Germany naturally found a 
niche for it. It is surprising how much textbook space is still devoted to a 
political regime which without constitutional restraints and with no respect 
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for human rights almost achieved its two objectives of stability and con- 
quest by extending already existing controls and stabilization schemes, and 
by furthering cartelized integration. Still, businessmen “‘continued to own 
and operate their businesses and to be motivated by consideration of profit 
and loss” (p. 456). Nor were they deprived of ‘“‘the customary capitalist in- 
centives.”’ Thus, basic institutions remained intact. Besides, the ‘‘return to 
capitalism,” as described by the authors, “miraculous” though it was, was 
achieved by means far from typical of “pure” capitalism—Ehrhardt’s 
liberal protestations notwithstanding. 

What little comparative evaluation the authors have to offer is combined 
with a summary in an eight-page final chapter, and refers in a general way 
only to the four nations discussed. This limited approach is explained simply 
by the fact “that the human mind can absorb only just so much information 
at one time without becoming confused” (p. v) and that the book was in- 
tended for freshmen and sophomores anyway. 

Now, couldn’t we avoid confusion, if we let our freshmen mature, and, 
perhaps in their junior or senior years, confront them with a coherent frame- 
work within which to examine the differences in conditions and problems 
of growth, natural endowment and historical development of both devel- 
, the problems of sharing capital and 
productive techniques, in short to a comparative analysis of systems at dif- 
ferent stages of development, without neglecting, however, the interaction 
of economic, political, and social factors. Is it necessary to subject our 
students to historical detail, much of it of secondary importance, or—the 
other extreme—to abstruse deductions as to the accuracy of comparative 
measurements? Of course not! Sometimes I feel that half of our task is ac- 
complished, if we can only convince them that developmental projects are 
not just philanthropic operations. 

As it stands, the book does not fulfill the proper function of a compara- 
tive development text. It may still serve a purpose, if a sequel is planned- 
a sequel that would justify its title. 


oped and underdeveloped countries 


FREDERICK SETHUR 
City College of New York 


Business Fluctuations 


Economics of Employment and Unemployment. By Paut H. CasseLman. 
(Washington: Public Affairs Press. 1955. Pp. viii, 183. $3.25.) 

Professor Casselman has set himself a major task in this slim volume: to 
provide a rounded study of the economic theories, factual realities, and 
policy approaches applicable to employment and unemployment. To bear 
out the author’s own view that he has stressed the policy areas, his study 
would appear to require extensive treatment of the integral relationship of 
employment to other basic elements in the functioning of the economy, in- 
cluding such factors as investment, output and income. There is, however, 
only limited treatment of the impact of such interrelationships on unem- 
ployment policy. Although lacking depth of analysis, the volume does pro- 
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vide a useful outline of the elements which must be considered in taking a 
positive approach to the maintenance of high and stable levels of employ- 
ment. 

The value of this guide is enhanced by the author’s clear statement of his 
frame of reference. It is his view that private enterprise alone cannot en- 
sure the goal of relatively full employment, that some measure of govern- 
ment intervention is necessary. Casselman has well stated the positive 
benefits derived from mild government intervention to ensure stable and 
high-level employment in a democratic society, and its effect as a bulwark 
against collectivism. He makes clear that such government action must be 
fluid and flexible, and indicates the range of approaches from monetary and 
fiscal measures to public works, depending upon the surrounding circum- 
stances. His view is hardly theoretical, for study of governmental policy in 
this country over the past two decades demonstrates the continuing con- 
cern with stability in employment. Unfortunately, while suggesting that 
such intervention has important implications for freedom of enterprise and 
collective bargaining and for stable prices as well as for full employment, 
he has left these implications unexplored. 

Casselman deals with the numerous factors which determine labor supply 
and demand. Particularly useful as a device for crystallizing discussion of 
the subject is his classification of these into economic factors (e.g., effective 
demand, foreign demand, capital investment, standard of living, profits, 
wages, hours of work, and technology); personal noneconomic factors (e.g., 
age, physical condition, sex); natural phenomena; and war, industrial un 
rest and demographic influences. The likelihood of duplication and arbi 
trariness inherent in any attempt to classify such a complex of factors does 
not detract from the utility of the effort. With this classification as a tool, 
he contrasts the long-term, cumulative and structural elements which gen 
erally determine labor supply, and the short-run propensity to change of the 
infinite number of individual demands which determine the demand for 
labor. Implicit in the analysis is the conclusion that the demand factors can 
be more amenable to control, while the supply factors are more inexorable 
in their economic impact. A question can be raised regarding the placement 
of the various factors on the demand or supply side (e.g., unions are placed 
solely on the supply side, while technology is placed solely on the demand 
side). Further, the author does not discuss the interaction between the 
longer-run factors making for the supply of labor and the shorter-run fac 
tors involved in demand. The bolstering effect of the long-term population 
growth trend on investment and its concomitant effect upon output and 
employment have obvious implications in the short run for labor demand, 
as well as for labor supply in the longer run. But the author hardly treats 
of the postwar development in long-term population growth and in techno 
logical change prospects; instead, he attributes the sustenance of employ- 
ment during the past decade largely to ‘‘abnorma! factors,” such as defense 
expenditures. 

The treatment of seasonal factors in employment provides an interesting 
contrast with that of output and employment. The author has made good 
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use of the substantial literature on seasonality in employment. The result is 
an intensive treatment, including consideration of statistical techniques to 
be applied in eliminating the effects of seasonal employment in employment 
series. The treatment of output and employment, on the other hand, is 
thin, reliance having been placed largely on studies of the ’twenties. This 
study apparently was completed prior to the respective explorations of the 
Joint Committee on the Economic Report, Stanley Lebergott, and John 
Kendrick. 

The chapter on cyclical employment is primarily a good summary of 
business cycle theory, but does not provide a clear factual description of 
employment and unemployment in the cycle. Structural, frictional, tech- 
nological, casual and personal unemployment are grouped as forms of un- 
employment other than cyclical and seasonal]. The author places much em- 
phasis on the structural form—resulting from changes in economic struc- 
ture and economic environment— which, as he states, was largely ig- 
nored by Keynes. It is, however, unfortunate that Casselman does not ac- 
company his general treatment of structural change with an analysis of 
such contemporary phenomena as the growth in population, the shift in 
employment to the service trades, existence of ‘‘depressed” areas, and 
technological development. 

Josepu P. GOLDBERG 

Washington, D. C. 


Money, Credit and Banking; Monetary Policy; Consumer 


Finance; Mortgage Credit 


Bank politik. By Ritrersuausen. (Frankfurt/Main: Fritz Knapp 
Verlag. 1956. Pp. 224. DM 16,80.) 

Professor Rittershausen has written a challenging book, for which he 
claims two major purposes: First, to present a realistic picture of money 
and credit aimed at “simplification and elimination of contradictions which 
make the understanding of ‘theoretical’ explanations so difficult for bank- 
ers.”’ A major example of rejected theory is the quantity theory of money, 
and a significant part of the book consists of an attack on it. The second 
purpose is to present monetary theory as part of general price theory, and 
to go beyond Keynes and his successors in integrating the two. 

The book is substantially more successful in the second purpose—inte- 
gration of price and monetary theory—than with the first aim, “realism.” 
The attack on the quantity theory presents, in part, the usual strawman, 
and must be tiresome to many American readers at this stage of economic 
literature. Most bankers would find a substantial part of the book an exer- 
cise in logic, and they may well wonder about its relation to “realism.” 
More important, some of the theories cannot be squared with actual his- 
torical events. For example, the author sees a direct relation between gov- 
ernment deficits and price movements. However, in the United States since 
1930 not only has there been no direct relation between deficits and prices, 
but in most of the years changes in the deficit and changes in prices moved in 
opposite directions. 
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The book provides an interesting list of ten major differences between 
the German and the American monetary systems; some of them will sur- 
prise American readers. Among the claimed differences are: (1) In the 
United States, short- and long-term credits are not strictly separated, as 
they are in Germany, where long-term deposits are administered and in- 
vested by specialized institutions. (2) There is no large public debt out- 
standing in Germany. As a result, open market policy does not operate in 
Germany as it does in the United States. (3) Because of the large public 
debt outstanding in the United States, and the need to keep interest rates 
low, interest as an instrument of the central bank is largely ineffective. In 
fact, as the author sees it, the Federal Reserve Board sees as its primary 
task to assure low interest rates for government credit. In Germany, on the 
other hand, the central bank’s major task is to assist in the development of 
the private economy. 

American readers may well be disappointed with the sketchy treatment 
of government policies. The author regards the maintenance of price sta- 
bility as the major purpose of government credit policies, and a balanced 
budget as essential for currency stability. This is treated in the nature of an 
assumption, rather than as something to be discussed, and as a result there 
is no analysis of alternatives, such as stability of income and employment. 

Hans A. ADLER 

Washington, D.C. 


De Omloopssnelheid van het Geld en zijn Belekenis voor Geldwaarde en Monetair 
Evenwicht. (The Velocity of Circulation of Money and its Significance 
for Purchasing Power and Monetary Equilibrium.) 2nd ed. By J. Z1j1- 
sTRA. (Leiden: H. E. Stenfert Kroese N.V. 1955. Pp. xiv, 235. f. 13.—.) 


Professor Zijlstra, a member of the younger generation of Netherlands 
economists, discusses the velocity of circulation of money (V) by means of 
a critical analysis of some important interwar studies of the subject. After 
a brief summary of the basic work of his eminent fellow-countryman, 
M. W. Holtrop, the author considers the circular flow of money, the objective 
and subjective factors determining V, and the relation between V and the 
velocity of circulation of goods (mainly following Arthur W. Marget). In 
dealing with the relation between V and the purchasing power of money, 
he discusses some alternative formulations of the quantity theory, the criti 
cism of that theory by the Cambridge economists (including Keynes), and 
the countercriticism by Howard Ellis and Marget. Finally, the author 
touches upon the relation between V and monetary equilibrium; however, 
apart from a critical discussion of F. A. Hayek’s concept of neutral money, 
he confines himself mainly to a schematic summary of the possible effects 
of changes in the factors determining V upon the flow of money (MV), 
largely following Hans Neisser and J. G. Koopmans. He comments on the 
various meanings of the concept of monetary equilibrium (stabilization of 
MV or of the price level) and states that this concept is a tool of monetary 
analysis rather than a goal of monetary policy. 

The author apparently aims at restating neoclassical economic thought 
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and does not attempt to make fundamental original contributions to the 
solution of the problems of monetary theory. He draws logically correct 
conclusions from reasonable and simple assumptions of basic economic rela- 
tions, without trying to justify these assumptions by presenting statistical 
or other factual material. Surprisingly, he does not mention the treatment 
of problems implying the concept of V in postwar economics and especially 
in national accounting and flow-of-funds studies—a shortcoming, probably 
inevitable in the first edition of the study (1947), but difficult to understand 
in the new edition, in view of the pioneering work recently undertaken in 
the field of monetary national accounting by Netherlands economic theo- 
rists (Jan Tinbergen) and by the Netherlands Bank under the leadership 
of President Holtrop. The author also fails to deal with the basic problem 
that makes the concept of V important for the practical application of 
monetary policy: Many if not most of the tools of traditional monetary 
policy (e.g., open-market operations and changes in reserve requirements), 
while aiming at influencing MV, have a direct and immediate effect only 
upon the stock of money (M); therefore, V is the most essential element in 
transforming the effect upon M into effects upon MV and perhaps further 
into effects upon the flow of goods. 

In spite of these limitations, the study is valuable, not only because it 
draws attention to the contribution of some economists that have too long 
been neglected, but primarily because it helps to clarify the concept of V 
and thus to prepare the way for a reformulation of monetary theory in 
terms relevant to economic reality and to the revival of monetary policy. 

J. Hersert Furtu 

Washington, D.C. 


A Discussion on Methods of Monetary Analysis and Norms for Monetary 
Policy. By H. C. Bos. (Schiedam: H. A. M. Roelants, for the Nether- 
lands Economic Institute. 1956. Pp. vii, 52.) 

The avowed purpose of this slim volume is to summarize and clarify the 
issues involved in recent controversies in the Netherlands over monetary 
analysis and policy. In addition the author, a staff member of the Nether- 
lands Economic Institute, has contributed a brief discussion on “The Eco- 
nomic Model as an Aid in Describing Economic Processes,’’ which, while 
quite elementary, is useful in putting the controversy in perspective. The 
author has limited himself to a very modest amount of evaluation; which is 
perhaps unfortunate since one feels as he reads Mr. Bos’ account of the con- 
troversy that the author has a great deal more to say on the subject himself. 

While others, including J. Tinbergen and J. G. Koopmans participated 
in the extended discussions in Dutch journals over the period 1953-55, the 
principal protagonists appear to have been M. W. Holtrop (who is said to 
represent the viewpoint of the Netherlands Bank) and H. J. Witteveen. And 
it is the opposing viewpoints of these two gentlemen that comprise the 
main content of the volume under review. (Needless to say, this reviewer’s 
understanding of the controversy is gained solely from Bos’ account of it.) 

The controversy, which is by no means exclusively Dutch, involves the 
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meaning of ‘“‘moneiary equilibrium’’—-and of inflation and detlation as 
deviations from monetary equilibrium—as a core around which differences 
in theory and in norms for policy are debated. Witteveen employs an ex- 
ceedingly crude Keynesian model with Robertsonian lags wherein autono- 
mous changes in expenditure together with a multiplier of fixed value de- 
termine changes in income. The supply of (or perhaps the demand for) 
money is assumed to be infinitely elastic with respect to ‘‘monetary ten- 
sions’’ (in place of the interest rate); so that no purely monetary influences 
need be taken into account. Monetary equilibrium is then defined as an un- 
changing national income. Inflation accordingly can be ‘a desired quantity 
inflation” or ‘‘an undesirable price inflation.” 

Holirop, in contrast, will have nothing to do with multiplier analysis, 
assuming (according to Bos) that the marginal propensity to spend is unity 
in the absence of monetary disturbances. This assumption appears to be 
merely a formal one, however, since he explicitly admits that part of any 
rise in income may leak into imports, while a part of any adjustment to 
disturbances in the money-security markets involves hoarding or dishoard- 
ing. In any case, monetary equilibrium for Holtrop means equality of the 
supply of and demand for liquid assets. 

As Bos indicates, with the aid of his own Keynesian-type model, the 
question at issue is simply: which markets dominate the general equilibrium 
result in an aggregative general equilibrium system? In a simple mode! 
where we have a market for goods and services, a market for labor, and a 
market for liquid assets, the usual Keynesian assumption is that the first 
dominates the other two (Witteveen’s position). The rationale for the pas- 
sivity of the liquid assets market is the prevalence of large stocks relative to 
incremental supplies, a high price elasticity of demand for the stocks, and 
the resulting significance of speculative decisions in the market. 

Pre-Keynesian theory in contrast usually assumed that the goods and 
labor markets are automatically self-equilibrating so that the only disturb- 
ances relevant for policy consideration are monetary disturbances (Hol- 
trop’s position). Bos believes that this issue can be resolved only by the 
empirical testing of econometric models, a view that Witteveen might ac- 
cept, but not Holtrop, who prefers apparently the ‘qualitative reasoning”’ 
of the experienced central banker. 

At the risk of further feeding the fires of controversy this reviewer would 
like to make a few suggestions. First the labor market may not be passive 
in the sense that either Keynes or the pre-Keynesians assumed it to be. It 
may and often does force difficult adjustments on the other markets, fur- 
ther complicating the concept of ‘“‘monetary equilibrium.” Second, both 
Witteveen and Holtrop may be right about their assumptions depending 
on which phase of the business cycle we are experiencing. There are very 
few in our profession today who would put primary emphasis on monetary 
policy as a means of checking and reversing a downturn. On the other 
hand, for a variety of reasons it seems reasonable to assume a marginal 
propensity to spend in excess of one in the upswing of the cycle until some 
sort of ceiling is reached. 
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This brings us to our third and last point which concerns the problem of 
maintaining output at the maximum level in an economy that is growing. 
In his only reference to growth Bos assumes that all factors of production 
are growing in the same proportion. This, however, assumes away the 
principal obstacle to the maintenance of uninterrupted growth—the exist- 
ence of a ceiling; for it is only when the factors are growing at different 
rates that the economy periodically reaches limits to growth that are not 
easily overcome by social policies. What is needed is a constant adaptation 
of techniques of production to the differential rates of growth of factors as 
well as to the capricious requirements of technological progress; and this 
may require movements of rates of return to factors and of their relative 
shares in income that our traditional social policies simply cannot enforce. 
Somehow a concern over the meaning of “monetary equilibrium” in a static 
context seems to avoid the really basic questions for social policy in growing 
economies. 

Joun H. Power 

Williams College 


Public Finance; Fiscal Policy 


Finanspolitikens Ekonomiska Teori. By BENT HANSEN. Statens Offentliga 
Utredningar, 25. (Uppsala: Almqvist & Wiksells. 1955. Pp. 403.) 

Finanspolitikens Ekonomiska Teori is divided into three main parts.’ 
Part I is concerned with general problems and methods in fiscal theory. 
Also special attention is given to issues concerning budget balancing and 
tax incidence. Part II deals with the microeconomics of fiscal theory, 
focusing primarily on household spending and saving with only cursory 
treatments of the theory of the firm and the behavior of ‘‘organizations.” 
Part III is a treatment of macroeconomic jiscal theory. As Hansen himself 
points out, there is little integration between Parts II and III (or for that 
matter between Parts II and 1)—a lack he attributes largely to the inade- 
quacy of microtheory and the need for empirical work in this area before it 
will be possible to build a more satisfactory and realistic macromodel on 
micro foundations. 

In Part I Hansen poses a basic “rule of thumb” (stated to be ‘“‘by no 
means without exception”’), that in certain important and commonly used 


' Readers familiar with Hansen’s A Study in the Theory of Inflation (New York, 1952) will 
note that there is remarkably little in common between these two books except for the logical 
tightness of the arguments, the fact that both deal in some way with inflation, and some gen 
eral features of methodology. The former book took as its point of departure the traditional 
period-analysis approach that has marked the development of Swedish economic thought ever 
since Lindahl’s work in the 1930’s, bringing to this approach fresh insights that gave it new 
life, In Finans politikens Ekonomiska Teori period analysis occupies only a small place. Also, 
in the earlier book problems of over- and undersupply (or demand) in factor markets were given 
equal emphasis with such problems in consumer-goods markets. But in this book it is capital 
goods rather than factor markets that are paired against consumer-goods markets, and the 
capital-goods markets are considered almost exclusively in their relation to the policy goals of 
“full employment” and of stable money—defining the latter in terms of consumer-goods prices 
only. 
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types of economic models the number of means (or parameters) that must 
be manipulated by the government to attain given ends is equal to the 
number of ends.? This rule sets a pattern for the analysis through much of 
Part III. It has been criticized for lack of realism in failing to take into 
account the multiplicity of ends in fact involved in public policy, the 
limited number of means or action parameters available to the government, 
the limited permissible ranges of adjustment of such parameters, and the 
fact that in practice this last consideration may (and often does) imply 
that more than one means must be used for attainment of a given end. 
There can be no doubt that Hansen himself is quite aware of these problems. 
He avoids them primarily by a rigorous limitation of his analysis to consid- 
eration of selected goals and by the ways in which he delimits his theoretical 
models. This limits in turn the practical applicability of some of his conclu- 
sions. It may be justified as necessary simplification in the stages of rebuild- 
ing—one might even say of building—a groundwork for a sound fiscal 
theory that can then be elaborated to yield practical results. However, 
one may wish that he had not so completely abstracted from problems of 
structural adjustment within the consumer and the capital-goods sectors, 
and that he had given more attention to dynamic process analysis. 

Hansen’s discussion of budget balancing has evoked considerable reac- 
tion in Sweden. This analysis centers around the distinction between action 
parameters (public means) and endogenous variables. He argues con- 
vincingly that budget surpluses and deficits are not parameters of public 
policy and that no simple relation exists between changes in the budget 
balance and changes in the functioning of the economy.’ The defense of 
those attacked by Hansen has been that the budget balance may neverthe- 
less be useful as a practical indicator of other things, and that his analysis 
is not as contrary to theirs as he seems to assume. However, this defense is 
hardly adequate, for the emphasis in analysis that follows from Hansen’s 
approach is quite different and leads to different results in important 
cases. 

The most important chapters of Part IT are those dealing with the house- 
hold as spender and saver, and comments here will be confined to that 
analysis. The author develops an intertemporal theory closely related to 
Hicks and Fisher, but differing from them in the analysis of goals of saving 
and their implications. With this model as a background he proceeds to 
examine the effects of various fiscal policies on household spending and 
saving. Most of his analysis is concentrated on two simple cases, a pro- 
portional income tax and a general sales tax, and then extended to more 
complex cases (such as a progressive income tax) and to other fiscal meas- 

? This is a proposition argued also by Tinbergen, but Hansen’s approach differs from Tin- 
bergen’s in being more abstract rather than econometric and empirical, and it is presented in a 
broader framework. 

* Simple rules of thumb such as that “deterioration of the budget balance gives rise to ex 
pansionary tendencies” are shown to be untenable. They are untenable not because the budget 
balance is merely an approximation, but because it is not an approximation to the parameters 
that require attention, 
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ures. Interest rate policy is considered in relation to these fiscal policies. 
The results with respect to consumption and saving are shown to vary 
drastically with the preference functions assumed, especially in the short 
run, pointing up the need for more empirical investigation. In comparing 
the effects of income and consumption taxes on spending and saving Hansen 
distinguishes three cases: (1) when the ratios of taxes to income are the 
same, (2) when the two taxes have the same yields, and (3) when the same 
level ot real consumption is sought (and realized) as an end of the tax 
policy. On the first two his results are largely refinements of conclusions of 
earlier writers, except for an important analysis of some previously unrecog- 
nized assumptions concerning interest rates.‘ In the third case, he focuses 
on analysis of the tax burden. Three possible definitions of the lightest 
burden are suggested: (a) the tax that puts the household on the highest 
possible indifference curve consistent with the reduced level of consumption 
(the real or subjective burden); (b) the tax involving the lowest ratio of 
taxes to income (the nominal burden); (c) the tax leaving the highest 
amount of saving. He reaches the somewhat startling conclusion that by 
criterion (a) the consumption tax 1s superior to the income tax. Comparative 
effects of the two kinds of taxes when the burden is defined by criterion (b) 
or (c) are indeterminate. 

Part ILL, which develops a macroeconomic fiscal theory, first considers 
the problem of defining explicitly the two goals of public policy around 
which most of his analysis will center. These are a stable value of money, 
defined as stability in the index of consumer-goods prices, and full em- 
ployment, defined as equilibrium of demand and supply for labor (regard- 
less of the level of employment). Analysis is then built on a highly simplified 
static short-term model for a closed economy, a model subsequently 
elaborated to take into account capital growth and the impact of foreign 
trade. Four sectors of the economy are distinguished: (1) consumer goods 
enterprises; (2) capital goods enterprises; (3) wage-earners’ households; 
(4) enterprisers’ households. For (1) and (2) he sets up standard-type 
maximization equations using marginal analysis, and for (3) and (4) equa- 
tions defining disposable income. Two other equations give conditions of 
equilibrium in the consumer-goods and the capital-goods markets. The 
places of ten fiscal-policy parameters and of government-controlled interest 
rates in the model are developed briefly. Although the short-term static 
model does not say much, it lays the groundwork for subsequent analysis of 
fiscal measures. 

In applying this model Hansen starts first with the assumption of an 
equilibrium situation and considers the effects of fiscal policies that disturb 
that equilibrium and the policies called for to neutralize such disturbances. 
Here results are relatively puerile. But he then goes on to a more interesting 


* This is especially important in the second case, when the two taxes have the same yields. 
Abstracting from the possibility that savings goals may depend on the ratio of posttax income 
to pretax income and assuming that interest rates vary inversely with this ratio, he concludes 
that when savings are positive an income tax with some given yield has less effect on real con- 
sumption and real saving and more effect on nominal saving than a consumption tax yielding 
the same revenue (and inversely when savings are negative). 
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discussion of fiscal policies appropriate when disturbances to equilibrium 
arise from within the private sector of the economy. The analysis is still 
highly abstract and static, the disturbances arising in some one variable 
spontaneously, without any consideration of causal mechanisms. For this 
reason among others it takes a good deal of patience on the part of the 
reader to wade through Hansen's various cases, and more than a little self- 
control to wear the large blinders required by his assumptions. Yet the 
struggle is well worth while. 

Special attention is given to direct versus indirect taxes, and among the 
latter to taxes on consumption versus capital goods. Here interest rates are 
regarded primarily as alternatives to capital-goods taxes. The most inter- 
esting part of the discussion is the consideration of fiscal policies appropri- 
ate to maintaining stable money (consumer-price indexes) and full employ- 
ment given certain types of changes in production functions. Its greatest 
value is probably in pointing up little recognized contrasts in the roles of 
these different fiscal measures, contrasts that have considerable validity 
even with relaxation of Hansen’s stringent simplifying assumptions. 

Before going on to the more complex problems associated with wages and 
wage policies, Hansen devotes a chapter to long-term problems. The treat- 
ment is highly formalistic, and the only real modifications of the short- 
term model are introduction of the effects of capital growth and of private 
wealth on production functions and on demands for consumer and capital 
goods. Lip service is paid to the role of liquidity, but that is all. Period 
analysis is invoked, but with a recognition of the practical problem of 
calendar time versus the abstract “periods” within which plans remain un 
changed. The implications of this distinction and of the length of the time 
period for the use of simultaneous versus recursive models are mentioned, 
without any attempt to follow through in terms of Hansen’s own constructs 
—though this is a subject on which he has written, with Ragnar Bentzel, 
an article now famous in Scandinavia. On the whole Hansen’s attempt to 
“dynamize” both forward and backward in time is disappointing. 

No one has yet been very successful in tackling problems of wage policy 
in relation to price levels and full employment (however defined). That 
Hansen meets with very limited success in this endeavor is hardly sur- 
prising. He recognizes some of the problems that arise in using his definition 
of full employment when the labor market is nonhomogeneous (with mo- 
bility among markets limited), but he is not successful in extricating himself 
from the difficulties. As he himself points out, given heterogeneous Jabor 
markets the nature of the “equilibrium concept of full employment” must 
depend on socially emphasized value norms that put first a more or less 
complete elimination of absolute unemployment or that emphasize maxi- 
mal production in some specifically defined sense. But here he stops, even 
though his later discussion of the effects of disturbances from outside 
economies might have provided some clues for elucidation of his wage 
policy and related problems. Paradoxically at no point in his book does 
Hansen’s neglect of structural problems and of interrelations among endog 
enous variables over time appear to be so serious as here where he begins 
to attack them. The defect is not remedied by his consideration of the im 
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portance of various union goals as restraints on or conditioners of public 
policy. 

Hansen’s main conclusions in summing up his wage policy chapter are: 
(a) that in principle government has disposal over means to attain the goals 
of stable money and full employment (as he defines it, now somewhat 
ambiguously) regardless of changes that may occur in money wages; (b) 
that this is made easier if there are coordinate changes in money wages. The 
relative optimism of his conclusions is due in part, as Hansen himself 
recognizes, to his definition of full employment and to his assumption that 
unions do not insist on policies in direct conflict with generally accepted 
social goals. A more solid basis for this optimism is his demonstration that 
government can, by indirect means, influence the total wage bill with- 
out compromising the goals of full employment (again in his equilibrium 
definition) and stable money—and that it can do this in a manner consistent 
with goals in fact commonly emphasized by unions. 

When he comes to modify his analysis to take into account international 
trade and the impact of this on the domestic economy, Hansen refines his 
fiscal policy analysis and puts greater emphasis on special types of both 
fiscal and monetary policies that are more selective in their impact (also, 
monetary policies considered include quantitative restrictions as well as 
interest rates). He concludes among other things that for an economy with 
significant international trade it may be difficult if not impossible to hold 
the consumer-price index constant without government-enforced adjust- 


a ments in the value of money in international exchange. 
43 The final chapter dealing with “uncertainty” is the most disappointing 


of all. The uncertainties considered are not those of decision-making units 
within the private economy, but only uncertainties on the part of govern- 
ment concerning the economy’s mode of functioning (the appropriate model 
of the economic system) and the external conditions that may affect the 
economy. 

Summing up, it is clear that Hansen’s most important contributions are 
those that can be made with theoretical tools of a relatively static nature. 
What he does in these ways is important and far outweighs the fact that 
he has failed to genuinely dynamize his analysis or to take account of many 
important structural features of an economy (both static and dynamic). 
Moreover, there are many points that are suggestive concerning potentially 
fruitful future research—both empirical and theoretical. Despite its mani- 
fest limitations, this is an important book. 

Mary JEAN BOWMAN 

Lexington, Kentucky 


An Expenditure Tax. By NicHoLas KALpor. (New York: Macmillan. 1956, 
London: Allen and Unwin. 1955. Pp. 249. $2.75.) 

Kaldor presents us with a spirited, nay passionate, plea for a new ap- 
proach to progressive taxation. He advocates that the progressive income 
tax be replaced, at least in part, by a progressive spendings tax. Such a tax, 
he believes, is no less equitable in principle, and more equitable in practice. 
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Moreover, he considers it superior in its economic effects. Britain needs a 
higher level of capital formation, and the necessary resources must be 
released by reducing luxury consumption. Since such consumption is 
financed largely by dissaving, this cannot be dealt with effectively by an 
income tax. A spendings tax is the answer. Although Kaldor devotes more 
space to the equity aspects of his case, the need for increased capital for- 
mation seems the crux of the matter. 

The book, while small in size, excels in a high idea-to-page ratio. It makes 
a splendid contribution to a rethinking of the traditional principles of 
taxation. Like the tracts of old, it may even have an effect on the actual 
course of legislation. 

Kaldor agrees with the advocates of the income tax that taxation should 
be progressive according to means, and that only taxes levied on persons 
are capable of achieving the necessary graduation and differentiation. 
However, he feels that actual expenditures on consumption are a better 
index than income or potential spending power. He holds with Hobbes 
that a person should be taxed “by what he takes out of the common pool, 
not by what he puts into it.” 

Questions of equity being essentially matters of taste, there is no way of 
telling whether accretion or spending is the proper index of equal ability. 
The choice between the two is a matter of social value judgment, no less 
than that between regressive and progressive rates. I would rather take 
accretion, but Kaldor is surely entitled to take consumption. ; 

Kaldor proposes that the surtax schedule of the income tax be replaced 
gradually by a sharply progressive spendings tax, with marginal rates 
rising to over 300 per cent. He holds that such a tax will be as, or more, 
progressive in terms of income than the surtax schedule which it is to re- 
place. Partly, his conclusion follows from the proposed rates of the spend- 
ings tax. Partly, it follows from Kaldor’s proposition that high-income re- 
cipients are heavy dissavers; and a final reason is that high incomes widely 
escape the personal income tax due to the lack of capital gains taxation. All 
this helps to explain why the spendings tax appears to have found support 
in British Labour circles, even if it is assumed that it is to be a replacement 
for (and not an addition to!) the income tax. 

Just how progressive the spendings tax will in fact be depends on how 
consumers respond to high marginal rates of tax. The more luxury con- 
sumption is reduced, the less will be paid in tax, and the less progressive 
will be the actual! distribution of yield, although not the distribution of 
consumption foregone. As distinct from the income tax, the very purpose of 
the spendings tax may not be to provide a yield, but to reduce private con- 
sumption and release resources for private capital formation. Thus, its 
impact distribution may have to be measured in terms of consumption 
reduced, rather than tax paid. 

Kaldor holds that it is much simpler to devise a proper concept of spend- 
ing than a proper concept of income. However, in his highly stimulating 
discussion, he seems to overstate the difficulties of the income tax and to 
understate those of the spendings tax. 
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On the income-tax side, Kaldor stresses the heterogeneity of the income 
concept, and the difficulties of dealing with various forms of income in a 
uniform fashion. The present (British) income tax is said to be inequitable 
because a more or Jess arbitrary line is drawn between kinds of receipts 
which are included and others which are not, and because the effective 
rate of tax discriminates against fluctuating incomes. He feels that the 
system could be improved in principle by adding a tax on capital wealth, 
by including all forms of accretion whether realized or not, and by mak- 
ing allowance for averaging. Even then, there remains the difficulty of 
distinvuishing between capital gains which give rise to spending power and 
are properly taxed, and others (due to a rise in the price level or a decline 
in the interest rate) which, he feels, do not give rise to spending power and 
should not be subject to tax. 

His critique of the income tax offers many points of interest, although 
too much is made of the difficulties of heterogeneity. The problem in many 
cases is one which can be handled by averaging devices. As to points of 
detail, I fail to see why the accretion concept should require a tax on 
property in addition to a tax on income, provided that all forms of accretion 
are included initially as income so that any gain in net worth is taxed at the 
outset. Also, | am not persuaded that capital gains due to a decline in the 
rate of interest should necessarily be exciuded. Such an increase in capita! 
value, to be sure, does not raise the future income stream to be derived 
from capital, or the present value of assets as deflated by the prices of 
capital goods. At the same time, it does raise their value in terms of poten- 
tial present consumption. 

On the spendings tax side, many of these difficulties are said to disappear. 
We need not worry about retained earnings or capital gains, and need not 
answer the puzzling question of “when does income accrue?” We must 
merely determine when consumption occurs, be it out of income or out of 
capital. We are relieved of the necessity to define total accretion, or con- 
sumption plus saving. 

At the same time, we are saddled with a new problem, not encountered 
in the income tax, of having to distinguish between consumption and 
saving. Why are outlays for schooling and health to be considered “spend- 
ing,”’ while those for housing or rare pictures are considered “‘investment’’? 
Are different types of spending—such as spending for An Expenditure Tax 
and spending for lollypops—-any more homogeneous than various types of 
income? What is the rate of interest at which imputed spending is to be 
determined? Is not the problem of averaging quite similar in both cases? 
How are we to evaluate business incomes in kind which are, in fact, spend- 
ing? The conceptual difficulties and the need for arbitrary demarcation, I 
fear, are about as great in the one case as in the other. 

The proof of the pudding, of course, is not in comparing a perfect income 
tax with a perfect spendings tax, but in comparing both as they turn out 
in practice. Again, Kaldor tends to overstate the administrative difficulties 
of improving the income tax, while understating those involved in the 
spendings tax. 
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Discussion of the crucial problem of spendings tax administration is 
limited to one brief chapter. The assessment formula would be consumption 
=(cash at beginning of year+receipts including income, gifts, bequests, 
eic.,+borrowings+proceeds from sales) minus (loans made-+investments 
purchased +cash at end of year). The purchase of houses is to be treated as 
an investment, but an imputed rental outlay is to be treated as consump- 
tion. Most gifts and bequests are to be allowed as deductions by the donor, 
subject to certain safeguards. Some allowance would be made for size of 
family; and certain additional needs, such as those arising from disability, 
would be credited. The tax assessment is to be based on information pro- 
vided by the individual. 

While it would be ill-advised for one economist to suspect another of 
being inexpert in matters of administration, it seems to me that Kaldor 
shows little recognition of the host of administrative difficulties inherent in 
a spendings tax. SOme problems are similar to those of the income tax, 
including the determination of consumption in kind. Some difficulties, such 
as the determination of unrealized income, are dropped; but others, in- 
volved in separating consumption from investment, are added, The proper 
tracing of capital transactions, so important to the spendings tax, will 
hardly be simpler than the working out of some means of capital gains 
taxation; many difficulties are bound to arise in drawing a line between 
spending and saving; and high marginal rates on spending are likely to 
induce a flock of new compensation and investment practices designed to 
avoid them. Kaldor’s observation that the problems of a spendings tax 
would hardly be worse than those of a perfect accretion-type income tax is 
not the issue; the problem is whether a spendings tax in practice would 
turn out better than the income tax. Perhaps it would, but the opposite 
seems more likely. 

In dealing with the economic-policy aspects of the spendings tax, Kaldor 
compares its effects on saving, risk-bearing and work incentives with those 
of an income tax. The discussion of taxation-effects on saving is interesting, 
and at the heart of Kaldor’s thesis. He begins with the venerable Mill- 
fisher-Pigou argument that the inclusion of saving in the income tax dis 
criminates against saving while the spendings tax does not. However, 
Kaldor’s point is not so much that the former involves an excess burden, 
but that saving is held socially desirable. This establishes a preference for 
the spendings tax. Kaldor feels that the disincentive effect of the income 
tax on saving is slight for nonproperty owners who save for old age or 
emergencies. Indeed, one could add that they must increase their saving 
in order to secure a given nest egg. However, Kaldor feels that the disin 
centive effect is highly important for wealthy property owners who need 
not save for this purpose. Whether this is so depends on their preferences 
between increased consumption and accumulation. 

However this may be, it is interesting to note that Kaldor places little 
emphasis on the traditional Keynesian proposition that the tax burden 
may be shifted from saving to consumption by reducing the progressivity 
of the tax structure. This is the more striking since his hypothesis—that 
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the rich maintain consumption by dissaving—seems to imply that their 
marginal propensity to consume is zero, consumption being independent of 
disposable income. This being the case, the traditional proposition (which 
is based on the hypothesis of a falling marginal propensity to consume) 
would apply with particular strength. Jt is not emphasized because the 
problem is not to reduce consumption in general, but to reduce luxury 
consumption in particular. Unfortunately, the reader is given little em- 
pirical evidence, other than a meagre sample survey of 1951/52, regarding 
the distribution of saving and dissaving. Moreover, little is done to ap- 
praise the quantitative effect of the proposed spendings tax on saving. 

Kaldor’s analysis of taxation-effects on risk-taking by individuals is 
based on a distinction between income risk and capital risk. Let us suppose 
that investments involving little capital risk (such as short-term bonds) 
yield 2 per cent, while others involving more capital risk (such as long-term 
bonds) yield 4 per cent. A 50 per cent income tax will reduce the yield on 
short-term bonds from 2 to 1 per cent, and that on long-term bonds from 
4 to 2 per cent. Before tax, the reward for assuming the large capital risk 
in buying the long-term bonds was worth 2 percentage points. Now, this 
has been reduced to 1 per cent only. Hence, the investor will shift to less 
risky investments. A tax on capital value, on the other hand, will not affect 
the net addition to income which is obtained by shifting from the less to 
the more risky investment. Hence, it will have no adverse substitution 
effect. The effect of the spendings tax is said to be similar in this respect to 
that of the property tax. 

This analysis I find rather disappointing. It seems to follow conclusions 
reached in the ’thirties and makes no use of studies in the analysis of taxa- 
tion and risk-bearing that have been developed since then. These studies 
have found that the extent to which losses can be deducted plays a crucial 
role in the effect of an income tax. While Kaldor notes the réle of loss treat- 
ment in other connections, no attention is paid to this factor in the chapter 
on risk-taking by individuals. The conclusion seems limited in application 
to the case of no loss offset, and this is hardly the most interesting one. 

Next, Kaldor compares the effects of a proportional income and spendings 
tax upon work incentives. He assumes first, that saving is used exclusively 
to provide for future consumption. Assuming equal rates of tax, the effec- 
tive rate of tax per unit of real income will be lower under the spendings 
tax. Assuming equal yields of tax, this advantage is said to disappear, since 
a higher rate will be required under the spendings tax. We cannot say which 
tax will have greater disincentive effects. However, Kaldor believes that 
work effort will be higher under the spendings tax if the holding of property 
is considered valuable as such. Under a spendings tax, the worker will 
have the reward of holding on to his savings until the tax becomes due, 
whereas it must be paid at once under the income tax. Therefore, the real 
wage is reduced less. While this may be the case, the basic argument seems 
to rest on the assumption that a higher effective rate of tax means a lower 
level of work effort. This may be so, but it need not be. 

In a highly interesting chapter on company taxation, Kaldor takes the 
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view that company taxes should be integrated with the personal income 
tax, but that taxation of undistributed profits is but a poor approximation 
thereto. Thus he notes with relief that the company tax could be dropped 
under a spendirigs tax approach. Nevertheless, he presents an interesting 
discussion of the economic effects of company taxation. An analysis of 
changes in profit margins by industries between 1938-51/53 shows a much 
stronger increase in competitive than in the noncompetitive industries. 
If shifting had occurred, we might have expected it to be stronger in the 
latter group. Thus, the finding gives little or no support to the hypothesis 
of shifting 

Nevertheless, Kaldor feels that profits taxes will be reflected in higher 
profit margins in the long run. To begin with, profits taxes will reduce 
retained earnings and depress capital values. Since dividends are main- 
tained, dividend yields will rise. Eventually, expansion may require that 
capital be raised on the outside. To attract this capital, commensurate 
yields must be offered, and to finance these yields, larger profit margins are 
needed. This, if 1 understand it correctly, is the chain of reasoning. But, 
if larger margins are needed, does it follow that they can be obtained? If 
so, why will not management raise prices in the first place, to prevent the 
decline in capital values? 

In all, Kaldor does not feel that company investment has been retarded 
by taxation. He finds that there has been no stringency of investible funds 
available to companies for outside financing; and he does not think that 
taxation of undistributed profits acts as a serious disincentive for company 
investment. 

A further argument in favor of a spendings tax is the familiar proposition 
of functional finance that the very purpose of taxes is to check spending. 
Thus, a spendings tax——be it on consumption and/or investment—is the 
most efficient tax. As distinct from the old fiscal policy view of deficit and 
surplus as a means of stabilization, the required balance between ex anle 
saving and investment may be secured by a proper mix of incentive taxes 
and/or subsidies to encourage or discourage spending for consumption and 
investment. Thus, full employment can be maintained with a balanced budg- 
et at whatever rate of capital formation or growth is desired. 

It is only in the very last paragraph of his economic analysis that Kaldor 
briefly notes what, to me, seems the most important point in his testimony 
on behalf of the spendings tax. This is the proposition that Britain will re- 
quire a high rate of growth if it is to maintain a competitive position in the 
world market, that a lower level of consumption is needed to permit this, 
that this should be accomplished in line with equalitarian principles, and 
that, therefore, the spendings tax is best designed to meet the bill. 

If my comments have been on the critical side, this only testifies to the 
thought-provoking and stimulating nature of Kaldor’s book. It is suited 
ideally for classroom discussion, and constitutes a high-voltage shock treat- 
ment to established thinking. 

Ricuarp A. MUSGRAVE 


University of Michigan 
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Government Budgeting. By Jesse Burkneap. (New York: John Wiley. 
London: Chapman & Hall. 1956. Pp. xi, 498. $7.50.) 

Within recent months two important books on budgeting have appeared 
written by economists who previously served in the Bureau of the Budget. 
One is Arthur Smithies: The Budgetary Process in the United States (New 
York, 1955). The other is the book under review. Neither duplicates 
the other; rather, each complements and supplements the other. The former 
is concerned with a critical analysis of federal budgeting in this country 
and with detailed recommendations for budgetary reforms at both the 
executive and congressional levels. The latter is concerned with the pure 
theory, the historical development, and the present status of budgeting at 
all levels of government, federal, state, and local, here and to some degree 
abroad. Emphasis is placed on organizational and procedural matters. The 
author however does not look upon organizational and procedural remedies 
or administrative “gadgetry” as cure-alls. He specifically warns against 
the extremes of procedural specialists (p. 247). 

Government Budgeting is addressed to economists, political scientists, pub- 
lic administrators, and government officials. The book is divided into four 
parts. Part 1, The Budget and Modern Government, provides the historical, 
institutional, and theoretical setting for the book. Part I], Budget Classifi- 
cation, covers the various methods of classifying budgetary data for the 
purpose of facilitating rational governmental decision-making. Part III, 
The Phases of Budgeting, covers al! stages of the budget cycle including 
budget formulation, execution, and review at all levels: bureau, agency, 
Budget Bureau, White House, Congress, and the General Accounting 
Office. Part IV, Specialized Budget Problems, covers revenue-estimating, 
public enterprises, the annually balanced budget, and a pioneering chapter 
on budgeting for economic development. 

The author regards the study of budgeting as a study in applied econom- 
ics, namely, the allocation of resources between the public and private 
sectors of the economy (p. vii). Although the budget is defined as a “‘state- 
ment of revenue and expenditure for a future period” (p. 70), the book is 
concerned basically with the expenditure budget. This undoubtedly reflects 
the general neglect which the revenue budget has received historically in 
this country. 

The theme of the book is that sound budgeting requires close coordina- 
tion and integration of policy determination, planning, programming, and 
the budget-making process at both executive and congressional levels. A 
sound budget can not be formulated, executed, and reviewed in a vacuum. 
Improved administrative tools and techniques such as performance and 
program budgets (the author differentiates correctly between the two, p. 
139), accrual accounting methods, program auditing and review rather than 
mere accountability, and others recommended by the several Hoover Com- 
missions are steps in the right direction toward more rational and intelligent 
governmental decision-making, but are not solutions in themselves. 

Rivalry, friction, and distrust between the executive and the legislative 
branches of our government have done much to retard efficient and effective 
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budgeting in this country. In the political area, “pork barrel’ expenditures 
are “recognized as an inevitable and at times a desirable device for re- 
shaping national policy” (p. 322). 

While the author has considerable criticism of the Executive Office and 
Congress on budgetary and related matters, he has comparatively little to 
say on the deficiencies of the Budget Bureau, unlike Smithies, the Hoover 
Commissions, and others. 

An important feature of the book is the belief that federal budgeting 
should be integrated with fiscal and economic policy as it relates to eco- 
nomic stabilization and long range economic growth and development. For 
underdeveloped nations, considerable government planning for capital for- 
mation purposes is assumed necessary (p. 470), and mild inflation desirable 
as an investment stimulant (p. 473). The author believes that it ‘may be 
very nearly possible [to have the advantages of inflation yet avoid the dis- 
advantages] as long as the rate of inflation is kept within narrow limits.” 
He suggests that “a 10% annual increase in the level of prices may lead to 
a serious misallocation of resources” whereas ‘“‘a 54; annual rate may pro 
vide the necessary stimulus to investment and the encouragement to in 
creased employment of available resources.” The latter rate sounds like a 
lot of inflation to this reviewer. . 

The author makes a misstatement, or perhaps it is a misprint (p. 471), 
where he says “very often, external economies can be prevented for both 
the public and private sector by additions to social capital,” because he 
mentions improved roads and rail transport as examples. Obviously he must 
mean that either external economies can be achieved or external disecono- 
mies avoided by additions to social capital. 

The book is well written and documented, and it makes a valuable addi- 
tion to the literature on the subject. 

ERVIN K. ZINGLER 

Universily of Houston 


Treasury Control: The Co-ordination of Financial and Economic Policy in 
Great Britain. By Samuet H. Beer. (New York: Oxford University 
Press. 1956. Pp. vii, 138. $2.40.) 

This little book, written by a professor of government, examines the 
machinery whereby the Treasury controls the financial and economi« policy 
of the British government. The emphasis throughout is on the official, 
committee, department, or other agency whereby Treasury pressure is 
exerted, together with the associated frame of governmental organization, 
constitutional underpinning, statutory provision, and custom or accepted 
tradition. Thus little or nothing is said about the substance of the existing 
financial and economic policies and the reasons for their adoption. Means, 
not matter, are stressed. The underlying information was obtained chiefly 
by conversation with informed persons, most of them in the civil service. 

The organization of the Treasury is indicated in a brief chapter, which 
is succeeded by longer chapters on the coordination of financial policy, the 
coordination of economic policy, and the nature of the Treasury’s power. 
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The Treasury functions through five “sides,” those of Establishments, 
Supply, Home Finance, Overseas Finance, and Economic Affairs. Although 
the work of all these organizations bears some relation to financial and 
economic policy, that of Supply and of Economic Affairs is the most 
relevant. 

The coordination of financial policy with respect to expenditures is the 
responsibility of the Supply “side.” The divisions in that branch of the 
Treasury seek to achieve a balance in the programs of the public services, 
thereby preventing extravagance in some offerings and parsimony in others. 
This control is exercised through the requirement of prior approval. No 
department may vary any activity that has a financial aspect without 
first obtaining the approval of the proper Treasury officials. The Treasury 
also has the opportunity to criticize new proposals before they become 
cabinet policy. Through these two powers the influence of the Treasury 
is continually being applied. The officials of Supply are in daily or weekly 
touch with their counterparts in the operating agencies. 

In the British government an executive is much more free of legislative 
control than in the American. He may, for example, even incur liabilities 
not already covered by an appropriation. Thus the Treasury powers are 
an important safeguard against abuses. Yet, singularly, these powers are 
founded, in the main, not on statutory enactment but on tradition. 

Organization for purposes of economic policy is younger than for pur- 
poses of financial policy. This is, of course, particularly true of economic 
policy with a Keynesian emphasis. The present arrangement for the co- 
ordination of economic policy, which emerged from earlier provisions, dates 
only from 1947. In that year the Central Economic Planning Staff was 
transferred to the “side” of Economic Affairs in the Treasury. The CEPS, 
a small agency, has a professional membership composed almost exclu- 
sively of administrators. The chief is the deputy to the Permanent Secre- 
tary of the Treasury. The principal officials are four or five Assistant Secre- 
taries and three Under Secretaries. Only one economist is employed. The 
staff relies on the economic section of the Cabinet Office for economic 
counsel, 

Despite its name, the Central Economic Planning Staff is not a planning 
body. Its functions rather are to keep the economic affairs of the nation 
under surveillance and to assist the agencies that make official decisions. 
The CEPS provides a forum where the views of the departments that deal 
with economic problems can be presented, brought together, and if possible 
shaped into some form of agreement. 

The power of the Treasury, according to Beer, is not that of command. 
The Treasury gives no orders either to do or not to do. Its will, rather, is 
made known through consultations. Even the requirement of prior ap- 
proval cannot be enforced. A dissenting minister can appeal to the Cabinet 
in which he and the Chancellor of the Exchequer are members. Yet the 
Treasury does have power in the sense that its decisions are commonly 
accepted. That power rests less on the formal responsibilities with which 
the Treasury is charged than upon the nature of the civil service and the 
position of the Chancellor under the British Constitution. There is coordi- 
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nation, and there is enforcement of policy under the plural executive, 
largely because “there is in British government at the official level a strong 
tendency to reach agreement and, when conflicts occur, to find as quickly 
as possible a generally acceptable solution.” 

The Chancellor of the Exchequer usually occupies a pre-eminent position 
in the Cabinet. He is a member of the inner Cabinet and often is regarded 
as next in line to the leadership of the party. This position gives his depart- 
ment great authority. That authority is strengthened by the parliamentary 
practice, stemming from deep historical roots, of making appropriations, 
not to departments, but to Her Majesty. The money, having been granted 
to the Queen, cannot be expended until she so directs. This is done by a 
royal order to the Treasury, which thereupon places that department in a 
strategic position with respect to expenditures. 

M. SLADE KENDRICK 

Cornell University 


International Economics 


Sterling: Its Meaning in World Finance. By Jupp Poik. (New York: 
Harper & Bros., for Council on Foreign Relations. 1956. Pp. xvi, 286. 
$3.75.) 

*“.. the Commonwealth rests on a moral idea, and in that ideal of co- 
operation between races and creeds lies the best hope for the world’s future. 

But the Commonwealth’s unity also depends on such material things as 


the sterling area (on whose reserves virtually all members depend)... . 
It is from this viewpoint, expressed in the New Commonwealth (September 
17, 1956), that one should examine this study by Judd Polk for the Coun- 
cil on Foreign Relations. The book’s purpose is to provide descriptive infor- 
mation and analysis bearing on the question of whether sterling arrange- 
ments are beneficial to its members and whether external arrangements are 
beneficial to nonmembers, particularly to the United States. No firm con- 
clusion is set forth, but the arguments are valuable and can be readily fol- 
lowed by the neophyte; the work is not theoretical. 

The reader is left with a picture of the independent members of the 
sterling area and of the dependent overseas territories growing in economi 
importance and tending to throw off the dominance of the United Kingdom, 
as Canada did, unless the Metropole (U.K.) can restore sterling to its his- 
torical role as a world currency or strengthen the regional ties of members 
of the area. Mr. Polk considers that the latter is the more likely alterna- 
tive. He does not accept the thesis that the sterling area and the Empire are 
breaking up and that the repeated crises are the death-throes of British in- 
fluence which will relegate sterling to the position of a national currency 
only. Rather, he sees Britain’s (and the area’s) problems as part of the post- 
war adjustment and of the long-run structural adjustments which are and 
will be required, as developing economies grow. 

Polk examines the postwar problems which faced Britain and the system 
of controls used to relieve the several reserve crises. He then analyzes the 
conditions requisite to the U.K. performing the function of a financial cen- 
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ter in an appropriate fashion, pointing out that a prime requisite is the 
ability to provide capital. The U.K. balance-of-payments developments are 
examined to determine this ability. He stresses the key role of the Anglo- 
American Financial Agreement as the projected foundation for a return of 
sterling to its pre-1914 role. He accepts the argument advanced by others 
that the key failure was in British internal financial policy, but his analysis 
of the entire gamut of forces causing the collapse of the experiment of con- 
vertibility in 1947 makes fascinating reading. 

Polk argues that, rather than recovering world-wide convertibility on a 
pre-1914 basis, sterling will probably play an important role in a regional 
setting. He stresses the regional aspect on the grounds that financial policy 
of members of the sterling area will be dominated by considerations of high 
and stable employment and an expansion of production and that an in- 
adequate flow of international lending will not provide the enticement 
necessary to draw members away from regional consolidation. 

An important pul! on some of the independent members of the sterling 
area, in Polk’s view, is the shifting pattern of world trade. England was 
previously important to these countries because of her dominance in trade 
and her large imports. While she is still a large importer, many of the In- 
ternational Sterling Area countries are finding better markets elsewhere and 
are building up their own reserves of gold and dollars. Despite this pull, 
inertia, he concludes, will probably keep these countries tied to sterling for 
some time to come. 

The dependent overseas territories are not only tied tighter to England 
politically but also economically. Though several of them are major sup- 
pliers of dollars to sterling-area reserves, they have not yet developed plans 
for economic growth which would assure effective use of these funds for 
themselves. As they do, he argues, their net contributions to the reserve pool 
may decline. As the commodity structure of their trade shifts out of the 
familiar colonial pattern and as they begin to set up independent currency 
systems within their economies, their dependence on Britain will also di- 
minish. A smaller dependence on sterling holdings for domestic financial 
purposes, a larger expenditure of foreign exchange earnings with economic 
growth, and a reduction of the special circumstances which have brought 
large earnings will alter the key role of the dependent overseas territories 
as net suppliers of dollars to the area. The result might be changed if 
sterling-area suppliers could provide the goods which economic develop- 
ment in the DOTs would require. 

The relation of the dollar area to the sterling area is examined in a chap- 
ter devoted to consideration of depression, dollar shortage, and discrimi- 
nation. The analysis of these problems is incisive. Polk is not certain that 
the sterling area must falter in the face of U.S. recession; the ‘disparate 
rates of productivity growth” argument as a cause of the dollar shortage is’ 
not a substantial one (Britain may well learn to compete in a variety of 
new industries); and “‘it is far from clear that discriminatory trade policies 
actually provide very effective insulation unless they are carried to autarkic 
extremes.” Contrary to the proposals repeatedly urged by Balogh involv- 
ing wider controls, Polk questions whether the need is not ‘‘for margins that 
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will make temporary disturbances tolerable and for flexibility that will 
make each national economy responsive to the continuous process of 
change in the world economy.’ 

In his final chapter, Polk casts up the weaknesses of the sterling area 
against its strengths and examines the ‘“‘American” case against the sterling 
area. He concludes that there are hopeful signs that the causes of postwar 
crises were temporary and that the relation of U.K. production to the 
amount of sterling outstanding is improving. Finally, he argues, America 
has viewed the sterling area too narrowly as a financial arrangement; since 
it underpins the Commonwealth, which encompasses a host of varied, surg- 
ing peoples in a peaceful association, it may be desirable to help strengthen 
its sterling base. 

J. N. BEHRMAN 


Washington and Lee University 


Modern International Commerce. By Epwarp E. Pratt. (New York: Allyn 
and Bacon. 1956. Pp. xv, 677. $6.50.) 

The purpose of this book is to describe the practical operating details of 
the business of foreign trade. Except for comments in the first and last 
chapters (which are unrelated to the main body of the text), the book is al- 
most entirely concerned with procedures and techniques of business organi- 
zations engaged in foreign trade and services. Export trade receives much 
more attention than import trade because, in Professor Pratt’s view, im- 
ports commonly enter into conventional channels of trade once they are 
inside the United States, while the export function often reaches all the way 
from the point of production to the point of consumption. 

Marketing is heavily emphasized in this book. A recurrent theme is that 
American business methods, especially in marketing, are steadily being ex- 
tended throughout the world, that methods successful in the United States 
will, with some adaptations, also prove successful in foreign markets, and 
that American firms can greatly expand their foreign operations. Although 
export marketing is stressed, other subjects receive considerable attention. 
Three chapters are devoted to finance, two to import procedures, and one 
each to services, documentation and law. 

In his treatment of all these matters, Pratt is writing for the practitioner. 
His descriptions of specific techniques are authoritative, accurate, and use 
ful, but in his discussions of broader aspects of business policy the attempt 
to furnish similar detail sometimes results in assertion of the obvious. This 
is relieved, however, by numerous illustrations drawn from the author's 
rich knowledge of the experience of U.S. firms. 

On the whole the book is a good reference manual for persons actively 
engaged in trade, but it is not of much interest to economists or genera! 
readers. Much of the book bears a marked resemblance to the Foreign Trade 
Handbook,' although the latter is much more comprehensive. 

James C, INGRAM 

University of North Carolina 


1E. E. Pratt, Foreign Trade Handbook, 3rd ed. (Chicago, 1952). 
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Demokratie und Monopol in den Vereinigten Staaten von Amerika. By 
Tueopor Kune. (Bad Nauheim: Vita-Verlag. 1954. Pp. 172.) 

A book on American antitrust problems written by a German for Ger- 
mans provides an opportunity for American students “to see ourselves as 
others see us.”’ The book is also of interest as a sample of German academic 
thinking in the field of competition and monopoly. 

The author is a long-time advocate of vigorous antitrust policies. His 
present work is a revision of one that appeared in 1934, and he has written 
extensively on monopoly problems. While he enjoys the intellectual com- 
panionship of the small school of German “‘neoliberals,”’ he must find life 
frustrating in the traditional stronghold of “‘protrust” policies, where the 
steel and banking combines, so laboriously broken up by the allies, are now 
reconcentrating apace, and antitrust legislation, after years of debate, has 
risen to the dizzy heights of making some monopolistic agreements un- 
enforceable in the courts. 

Kuhr bases his opposition to monopoly on “Christian natural law” from 
which a respect for freedom and equality is said to flow. He attributes the 
vigor of American antitrust policy (which he wishes the Germans to emu- 
late) to the British common law tradition and the legislative role it assigns 
to the judge, whom he assumes to be, typically, a member of an elite im- 
bued with the spirit of “Christian natural law.”’ Conversely, the absence of 
effective antimonopoly policy in Continental Europe is attributed to the 
tradition of Roman law, and the subordinate position of the judge as a mere 
interpreter of statutes. 

These legal-philosophical reflections occupy only a few pages in the first 
and last chapters of the book. The bulk of it is devoted to a description and 
discussion of the administration of the United States antitrust laws. The 
discussion is based on secondary sources, and the criteria governing the 
selection of cases and the distribution of emphasis are not easy to detect. 
Nearly 30 pages, out of 75, are devoted to resale price maintenance, but of 
these only three paragraphs (plus some footnotes) to the Miller-Tydings 
Act and its aftermath, which is pushed aside as conflicting with the “log- 
ically consistent” stream of judicial decisions that are discussed in detail. 

In the following chapter there is a confused discussion of cut-throat com- 
petition and oligopoly, followed by a note on the evils of price rigidity and 
a review of statistical studies (all American) which are interpreted as sug- 
gesting that the largest firms do not have the lowest costs. 

This attempt to teach the German academic champions of monopoly the 
error of their ways is to be commended. It is unfortunate, however, that 
the success of the venture is marred by a less than adequate command of 
economic history, economic theory and statistics, and (perhaps inevitably) 
an insufficiently critical approach to the secondary sources that are used. 
A few examples will illustrate these shortcomings. 

The economic superiority of the United States over Europe is ascribed 
“primarily” to its prompt response to the threat of monopoly (p. 31). The 
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author’s tendency to overestimate the economic impact of judicial anti- 
monopoly pronouncements leads him to say of the English common law 
tradition that, contrary to the claims of Marxism, “‘an idea, namely that 
of equality, determined the method of production through the centuries” 
(p. 156). 

Competition is said to depend on the existence of cost differences, and 
under conditions of oligopoly competition breaks down because there will 
be less difference in costs among a few large firms than among a large num- 
ber of small firms (pp. 68, 123-25). Kuhr also appears to be unaware of the 
distinction between (Mrs. Robinson’s) imperfect competition and oligopoly 
(p. 124). In the discussion of price rigidity no account is taken of the fact 
that the receipts of firms practicing price rigidity can be sources of effective 
demand. 

In support of the claim that the development of the rule of reason in 
merger cases was followed by ‘‘a growth of the concentration movement”’ 
(it is not made clear whether this means increasing concentration or more 
mergers) Kuhrcites figures illustrating high (but not increasing) con- 
centration, states the number of tirms bought or merged from 1940 to 1947 
(with no comparative figures), and mentions the reduction in the number 
of firms between 1941 and 1943 (due, of course, to the war) with no refer- 
ence to the subsequent increase. There is no reference to the statistical! stud- 
ies that have cast grave doubt on the thesis of increasing concentration 
(pp. 59-61). 

On. the subject of the optimum size of firm the author reports that “by 
far the most important publication” is the Federal Trade Commission’s 
study on the “relative efficiency of large, medium-sized and small business’”’ 
(the famous TNEC Monograph No. 13) which is discussed in detail without 
reference to the severe critiques of its methods that have been published. 

In spite of the instances of loose reasoning and even some confusion, the 
book appears to be an improvement on much of the discussion that has sur- 
rounded the German antimonopoly bill. Kuhr has set himself a task that 
could have been done better, but one should be gratefully surprised that 
it was done at all. 

G. ROSENBLUTH 

Queen’s University 


The Metropolitan Transportation Problem. By WitrreD Owen. (Washing- 

‘ ton: The Brookings Institution. 1956. Pp. x, 301. $4.50.) 

Widespread concern with the problem of urban traffic congestion and 
other aspects of urban transportation makes the appearance of this volume 
an especially welcome event. Although urban transportation has been ex- 
tensively discussed in both technical and popular periodical literature and 
in various specialized studies, the present volume, so far as the reviewer is 
aware, is the first to present a comprehensive and integrated analysis of the 
subject from the standpoints of transportation economics, public finance, 
and city planning. 

In an introductory chapter the author points out that the problem of ur- 
ban traffic congestion antedates the automobile age, and he holds that the 
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‘Basic Causes appear Lo be excessive crowding of population and economic 
activity into small areas of land and the disorderly arrangement of land 
uses that has maximized transportation requirements” (p. 8). Paradoxically, 
advances in transportation have made possible this urban concentration 
and the latter now threatens to strangle the transportation system which 
made it possible. “Transportation has created many of the conditions that 
people strive to escape, but it has also provided the means of escaping them 
and therefore the means of avoiding solutions. And it has transported 
slums to the suburbs” (pp. 24-25). 

Evidence of failure to adapt to the heavy dependence upon private auto- 
mobiles for transportation in urban areas is found in the tardy and limited 
recognition of the fact that controlled-access highways are necessary for the 
safe and expeditious movement of heavy traffic; in the permitting of “‘rib- 
bon” commercial development along main highways approaching urban 
areas, which has resulted in the creation of blighted areas and in making 
difficult or impossible the necessary future enlargement of the highways af- 
fected; and, in many states, the disproportionately small share of state high- 
way funds allocated to improvements in urban areas. The generally poor 
financial condition of the urban transit industry is said to arise largely from 
the fact that although the total volume of transit business has fallen 
sharply since the second world war the great bulk of the drop has been in 
off-peak hours, thereby intensifying the already serious peak-hour prob- 
lem. The conclusion is reached that efforts to improve urban transportation 
conditions have had only limited success because: (1) there has been no clear 
understanding of the relative roles which should be played by public and 
private transportation respectively; (2) sufficient funds cannot be obtained 
under current methods of finance; (3) no organizational arrangements have 
been established which have the necessary geographical coverage and 
which also provide for unified control of all types of transportation facilities 
within an area; and (4) the problem of congestion has been attacked pri- 
marily by efforts to enlarge facilities, with inadequate attention to control- 
ling the demand for such facilities. 

Owen maintains that the respective roles of automobiles and public 
carriers in urban transportation are to a large extent complementary. “The 
urban transportation problem is in reality several different problems that 
vary in time and space. The advantages and disadvantages of public 
carrier and automobile transportation vary according to these differing 
circumstances” (p. 163). On the one hand, he concludes that on the basis 
of relative cost and service characteristics “travel requirements and con- 
sumer choice will continue to favor the automobile” (p. 163), and that “in 
general the problem is motor transportation, and increasingly automobile 
rather than public carrier transportation. Neither economic analysis nor 
transportation history suggests a return to public transportation on a 
scale that would be decisive’”’ (pp. 252-53). However, public carriers will 
“continue to be an essential part of the transportation system in large 
metropolitan areas. . . . The principal task of transit will be to absorb home- 
to-work travel peaks. ... Public transportation will continue to play an 
important role in the older central business districts, and along high-den- 
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sity, home-to-work travel routes close to the center. In these circumstances, 
the limited capacity of downtown highway and parking facilities in major 
cities will continue to make extensive use of the automobile impossible at 
the peak” (p. 253). For mass transit, busses operating in separate lanes on 
controlled-access expressways are favored against rail facilities. ““The bus 
avoids the high cost of an exclusive right-of-way, and it can serve essen- 
tially the same transportation patterns established by the automobile”’ 
(pp. 253-54). 

With respect to the question of financing urban transportation the 
key issue is said to be that of subsidy versus self-support. The latter al- 
ternative is favored, primarily on the ground that municipalities usually 
do not have the resources to support transit out of general tax revenue and 
secondarily because user charges can serve to control the character and 
amount of transportation service demanded. Owen favors revision of tran- 
sit fares so as to secure more adequate revenue from long-haul and peak- 
hour riders; higher parking charges to control downtown congestion; and 
the use of toll financing on urban expressways, both to insure revenues suf- 
ficient to provide the necessary facilities and to minimize nonessential peak- 
hour traffic. The interesting suggestion is made that the revenues from all 
forms of urban transportation be pooled and that a portion of the highway 
revenues be used to support improved peak-hour transit service, on the 
ground that the standby costs of the transit system should be borne at least 
in part by automobile users who resort to transit facilities only occasionally 
and at peak periods. Concluding chapters point out the need for unified 
control of all forms of urban transit, for areas of authority coterminous with 
metropolitan areas, and for community planning to check both overcon- 
centration of population in urban centers and the excessive sprawl in 
suburbs which has created slums and blighted areas. The relevance of this 
last point to national defense is also discussed. 

The volume contains a number of excellent photographs and there is also 
an appendix containing a comprehensive collection of statistical material, 
some of which is not easily accessible elsewhere. On the other hand, there is 
no bibliography, and the numerous footnote references fail to include the 
information which would enable interested readers to secure items not ob- 
tainable through ordinary channels. 

This is a well-written, timely, and important study which should prove 
to be of great interest to students of transportation and of city planning, 
and to many laymen as well. 

Rosert W. HARBESON 


University of Illinois 


Public Control of Economic Enterprise. By HaroLtp Koontz and Ricnarp 
W. GaBie. (New York: McGraw-Hill. 1956. Pp. xii, 851. $7.00.) 

The authors of this book describe and analyze all aspects of governmen- 
tal economic regulation in the United States, not only the traditional regu- 
lation familiar in the transportation and public utility industries and in the 
enforcement of the antitrust laws, but also governmental action to super- 
vise banks and investment trusts, to establish standards for security issues 
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and security and commodity exchanges, to influence the labor bargain, to 
aid business and agriculture, to promote economic stability, and even to 
manage the economy in war emergencies. 

Government intervention in economic affairs is warranted, according to 
the authors, when it increases total economic freedom or serves to safe- 
guard the functioning of the economy, as with respect to full employment, 
stable prosperity, and national defense. Public Control of Economic Enter- 
prise deals with the “ 
trol, with as much attention as possible to the broader implications of con- 
trol” in each of the areas of government intervention which the authors 
discuss. 

Transportation, public utilities, antitrust enforcement, and labor are 
given somewhat fuller historical and topical treatment than is accorded to 
the other areas of control. The transportation section begins with a survey 
of the development of patterns of control and thereafter examines the regu- 
lation of rates, service, labor, finance, and combinations. This section deals 
primarily with the railroads, but some attention is also given to trucks, the 
airlines, and water carriers. A very useful chapter reviews recent critiques 
of our national transportation policy, especially with respect to inconsisten- 
cies between regulation and promotion, the proper role of competition in a 
regulated industry, and management’s opportunities to achieve efficiency. 
The pros and cons of such fundamental policy recommendations as regional 
transportation monopolies are weighed, but the authors offer no personal 
solution for the transportation problem. 

While transportation regulation illustrates the pre-eminence of federal 
control, the regulation of public utilities shows a pattern of state regulation 
supplemented and supported by federal controls. “The results of public- 
utility rate regulation have been somewhat better than the results of regu- 
lating carrier rates, if the financial stability of the operating companies is 
used as the measure.’’ But the authors question the propriety of this meas- 
ure in view of the noncompetitive status of public utility companies. 

Maintaining competition presents four aspects of monopoly and the anti- 
trust problem—the decline of competition, attacks upon monopoly and re- 
straints of trade, regulation of competitive practices, and special areas of 
trade regulation. The chapter on this last aspect gives attention to trade 
associations, resale price maintenance, patents and copyrights, basing- 
point pricing, and competitive practices relating to foods, drugs and cos- 
metics. The evidence of a decline in competition is, in general, well illus- 
trated, but space does not permit a development of the circumstances under 
which the enumerated restraints impair competition. The discussion of the 
attack upon monopoly and restraints and the regulation of competitive 
practices is necessarily developed in terms of leading court cases. The cases 
selected are appropriate, but their compressed presentation allows little 
scope for examining the multiple economic and competitive issues which 
arise in even the simpler cases. Incidentally, the Federal Trade Commission 
has not yet had an opportunity to rule on the legality of Pillsbury Mills’ ac- 
quisitions of Ballard & Ballard and the Duff Baking Mix Division of 
American Home Foods, and the action of the Department of Justice rela- 
tive to the proposed merger of Bethlehem Steel Corporation and Youngs- 
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town Sheet & Tube Company was only an informal advisory opinion (p. 
3069). 

The chapters on government regulation of banks, security issues, and 
security and commodity exchanges offer primarily analyses of evolving 
legislative patterns. 

The discussion of government controls in the labor field is one of the 
strongest sections of the book, dealing with such matters as child labor, fair 
employment practices, wage and hour regulations, state and federal, health 
and safety regulation, unemployment insurance, collective bargaining, and 
regulation of management and labor relations. There are good. discussions 
of the social and economic problems of labor and good appraisals of public 
policy in relation thereto. 

A discussion of General Aids to Business, in addition to making reference 
to basic legal and monetary institutions, considers special services to par- 
ticular industries (shipping, mining, etc.) and financial aids in the form of 
tariffs, credits, and subsidies. The historical review of government aids to 
agriculture undertakes no extended excursion into the economics of the farm 
problem. Government ownership of business is discussed in relation to the 
more important federal, state and local enterprises and the advantages and 
disadvantages, in this area of perennial debate, are impartially marshalled. 
The authors have performed a very useful service in showing how the gov- 
ernment corporation, which was developed to provide responsible manage- 
ment for public undertakings, has, in the federal field, been reduced to gen- 
eral impotence by successive legislative restrictions. 

Wartime controls and the Employment Act of 1946 provide the basis for 
a suggestive consideration of the general problems of over-all government 
management of the national economy. 

Public Control of Economic Enterprise offers for the college course in the 
economics of government regulation a comprehensive coverage of broad 
and diverse fields, a good historical perspective for the American scene, and 
a balanced consideration of the policy issues inherent in government action 
in economic affairs. Because the field is so vast, both in extent and in depth, 
all-inclusive textbook treatment, even where analytical, raises funda- 
mental questions about our teaching of economics. Is it possible to give 
students meaningful training in economic analysis through the medium of 
complex cases discussed in a sentence or in a paragraph? Does public eco- 
nomic regulation conform to such principles and standards as to provide a 
unifying factor in these diverse economic areas, such as justifies confining 
students to other peoples’ thoughts, or should students in such controver- 
sial areas be compelled to analyze problems for themselves and to arrive at 
their own judgments, even though these judgments be imperfect? Would 
the would-be economists mature more certainly and more surely if exposed 
to larger doses of the complex problems in particular areas of government 
intervention in economic affairs? The very fact that the authors have ful- 
filled their assignment skillfully and comprehensively makes the reader 
aware that perhaps the assignment—and the teaching needs which it 
serves— should be re-examined. 

IkSTON R. BARNES 

Washington, D.C. 
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Resource Productivity, Returns to Scale, and Farm Size. Edited by E. O. 
Herapy, G. L. Jounson, and L. S. Harpin. (Ames: Iowa State College 
Press. 1956. Pp. xi, 208. $3.50.) 

Covering some 200 lithoprinted pages, this book contains the proceedings 
of a conference called by the North Central Farm Management Research 
Committee on Farm Scale and Resource Productivity in Chicago, October 
19 and 20, 1954. Twenty-five authors contributed two introductions, 22 
papers, and 7 discussions. 

Primary emphasis is on the estimation of production functions (usually 
Cobb-Douglas) and their subsequent use in farm budgeting, linear program- 
ming, estimating marginal productivity and elasticity coefficients, deter- 
mining optimum size of farm firms, and comparing actual with optimal farm 
organization. Topics covered include relevant aspects of economic theory, 
problems arising from managerial processes, institutional considerations, 
the selection of algebraic form of function, some sampling considerations, 
the specification of statistical model (single equation vs. simultaneous equa- 
tions), and tests of significance. 

Additional topics include some history of farm budgeting in the United 
States, research in farm size based on farm records and surveys, and a small 
section on individual and group values in farm management analysis. 

The stated objective of this publication is ‘‘to review some of the current 
thinking and research in the measurement of resource productivity in farm 
production” and ‘‘to stimulate and aid productive thinking and research 
in this increasingly important area.”’ It has achieved its first objective and 
is likely to achieve the second, also. Much of the material presented, par- 
ticularly by Heady and Johnson, is a restatement of material already avail- 
able in their previous publications. This repetition was necessary, however, 
for the book to reflect ‘current thinking and research”’ in this area. On the 
other hand, a few papers present new techniques and variations of old tech- 
niques that have not been published previously. 

The pages-per-article ratio of 6.5 already indicates that many topics are 
not adequately covered. Probably it is unfair to single out the eight-page 
chapter on the use of simultaneous equations to estimate production func- 
tions. The author would have been better advised to use the space allocated 
to him to explore more fully the relationships between the single-equation 
and simultaneous-equation approach and the conditions which make the 
former a special case of the latter rather than to introduce the technical 
jargon associated with computational details. That such an exploration was 
needed is illustrated by the following chapter which seems to imply that the 
simultaneous-equation method should only be considered (and then re- 
jected) for multiple-enterprise farms. 

Fortunately, here as well as elsewhere in the book, brief treatment is 
partially compensated by extensive useful references. Many readers will be 
stimulated by these appetizers to stay for dinner. An additional important 
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reference in the area of simultaneous equations is A Statistical Study of Live- 
stock Production and Marketing by Clifford Hildreth and F. G. Jarrett. 

Several statistical procedures are illustrated or proposed with insufficient 
logical justification. On page 75, Heady derives what seem to be confidence- 
interval estimates of total returns from conservation (beyond those cur- 
rently attained) as a function of total capital investment. His method is to 
replace regression coefiicients in the estimated function by their “upper and 
lower fiducial limits at a 5-per cent level of probability.”’ The constant term, 
on the other hand, is not treated as a random variable, and the covariance 
between regression coefficients is ignored. 

On page 95, Johnson proposes that “purposive sampling’’ be used, that 
farms be selected “in such a way that the intercorrelations in the factor- 
factor dimensions are as near zero as possible and to maximize the variances 
in the factor dimensions. . . . ’’ While it is true that stratification is a useful 
tool in developing more powerful estimating procedures, this does not mean 
that random sampling within strata is no longer advisable. 

James N. 

University of California, Berkeley 


Labor Economics 


Cross Purposes in Wage Policy. By R. G. Hawrrey. (London and New 
York: Longmans, Green and Co. 1955. Pp. x, 148. 7s 6d.) 

Mr. Hawtrey’s book is close to being a popular presentation of the prob- 
lems of monetary and wage policy in postwar Britain, although much of 
what he says has a general relevancy. The analysis is sensitive and subtle, 
at the same time eschewing theoretical detail, and the conclusions emerge 
with clarity. As one might expect the presentation is a stylistic model, but 
as one might not expect the book is presented in inexpensive paper-bound 
form. 

The author’s central point is that wage policy cannot be considered in a 
vacuum. Wage policy, domestic monetary policy, fiscal policy, and foreign 
exchange rates are all interdependent. The nature of their interdependence 
is unraveled in a critical account of British postwar policies in these areas. 
While British wage policies of the time receive their share of adverse com- 
ment, the principal barbs of the book are directed toward the monetary 
policies, defined broadly, that made those wage policies possible and even 
encouraged their adoption. 

Hawtrey argues that the British devaluation in 1949 was really un 
necessary in that British prices were already sufficiently low. Although 
domestic wages had risen, despite official exhortations, the compensating 
effect of the increase in American wages was overlooked. The devaluation 
accentuated overemployment, which rigorous monetary policy and less in 
flationary government borrowing would have restrained. 

Devaluation, however, was ‘followed by domestic wage increases which 
would have corrected the disequilibrium implicit in the new exchange rate 
had not American wages been rising at the time. Government, trade-union, 
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and arbitration officials have all attempted to hold down wages but, in the 
face of rank-and-file pressure, were effective mainly in 1949 only. The pres- 
sure for higher wages will continue as long as monetary policy encourages 
an expanding money supply. 

The 1949 devaluation committed the country to substantial wage and 
price increases, made all the greater by subsequent price rises in America. 
Lax credit policy failed to restrain these increases and excess government 
spending added to them. 

. monetary policy and fiscal policy combined could put an end to 
the pressure for rising wages which excess spending causes. Delicate 
handling would be needed to keep the middle path of full employment 
and to avoid any lapse either into inflationary over-employment or into 
deflationary unemployment. (Pp. 131-32.) 


Wage policy is thus viewed as essentially secondary to, 7.e., made in a frame. 
work of, monetary and fiscal policy. 

As part of the development of his main theme Hawtrey makes a number 
of interesting observations on such questions as wages under competition, 
the cost of living and wages, wages and productivity, equal pay for equal 
work, etc. A very complete index is provided. 


FRANCIS S. Doopy 
Boston University 


Labor's Wage Policies in the Twentieth Century. By JAMES S. YOUTSLER. (New 
York: Twayne Publishers, for Skidmore College. 1956. Pp. 344. $5.00.) 
This study is a further contribution to the growing literature on wage 
determination. The author sides with those economists who resist the effort 
to explain wages mainly in terms of conventional economic theory, and who 
prefer to approach the subject through the study of institutional behavior. 
He has chosen for his research a re-examination of trade union wage de- 
mands and of the institutional factors which have had some influence in 
their formulation. Although the study touches on a broad range of trade- 
union interests, the author’s primary concern is to call attention to the social 
and ethical considerations which affect trade-union wage behavior, and in 
particular to stress the influence of the ‘role of need.” 

The book is divided into five parts. The first is a short and critical review 
of conventional wage theories. The second and third parts are devoted to a 
chronological study of labor’s wage demands from 1900 to 1930, and of the 
wage policies of the American Federation of Labor and the Congress of In- 
dustrial Organizations from 1930 to 1953. The fourth and most substantial 
part of the work is a review of the wage history of a number of AFL and 
CIO affiliated unions' from the time of their inception to the present. 


! The unions whose policies are described are the following: International Ladies’ Garment 
Workers’ Union; The Amalgamated Clothing Workers of America; International Brotherhood 
of Pulp, Sulphite and Paper Mill Workers and International Brotherhood of Paper Makers; 
United Steelworkers of America; International Union, United Automobile, Aircraft and Agri 
cultural Implement Workers of America; The Textile Workers Union of America; United 
Electrical, Radio and Machine Workers of America; and International Union of Electrical, 
Radio and Machine Workers. 
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In the course of his work, the author has assembled a very substantial 
body of data drawn from many sources. The descriptions of labor’s demands 
have been painstakingly culled from trade union publications and conven- 
tion proceedings, arbitration and mediation decisions, and the records of 
collective bargaining negotiations. The author has also drawn on the find- 
ings of many of the more prominent investigators in the field, such as Dun- 
lop, Millis and Montgomery, Ross, Levinson, Slichter, and Shultz and 
Myers, and has included a considerable amount of statistical material re- 
lating to wage rates, real earnings, and the extent to which workers have 
shared in productivity and national income. 

The author has given a detailed and interesting account of trade-union 
wage strategy in the face of changing circumstances. He has included under 
wage policy not only the unions’ striving for higher wages, but also the at- 
tempts to secure shorter hours, to stabilize wage conditions, to set suitable 
wage standards, to extend fringe benefits, to achieve greater “industrial 
democracy”’ through collective bargaining and union-management coopera- 
tion, and to further the movement’s social objectives through legislation. 
The policies of the AFL and CIO are set forth against the background of 
broad economic and social change and reveal the extent to which these 
bodies are concerned with over-all issues. The policies of the individual 
unions, on the other hand, are shown to be more responsive to conditions 
in their respective industries. 

The author has also included his views on a number of important ques- 
tions suggested by his materials. On the debatable subject of whether trade 
unions have succeeded in raising real earnings for their membership, the 
author argues that the stronger unions have had an important influence. It 
is also the author’s opinion that trade union activities taken as a whole have 
not adversely affected prices or employment, although he acknowledges 
that the gains of organized labor since 1946 may mave been partly at the 
expense of fixed-income groups. The union wage policy of equalization of 
wages on an industry-wide or regional basis is considered by the author asa 
step leading to increased union-management cooperation. The author also 
discusses the implications of the guaranteed wage from the point of view of 
its likely impact on the worker and the labor movement, the employer and 
the economy. 

The descriptive material is well presented, but in the reviewer’s opinion 
the author does less well with his analysis. Of the many factors which have 
influenced trade-union decisions on wages, the emphasis throughout is on 
the workers’ “‘need.”’ Unfortunately, the concept of need is nowhere defined, 
and the author’s criteria of need seem to merge with more abstract con- 
siderations of what is a fair and equitable share. Moreover, while the data 
is highly suggestive that unions do give consideration in their demands to 
factors of workers’ need, cost of living, and a more equitable sharing in na- 
tional income, the author gives no clue as to how the influence of these fac- 
tors can be evaluated. The reader is left to weigh the evidence for himself, 
and to draw his own conclusions. 

Although the book raises many interesting problems, it is essentially a 
survey. The author summarizes his materials skilfully, and has applied his 
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critical judgment to a number of important questions. The author himself 
finds, however, that the “amorphous mass of material and the length of 
the period covered in the study” make it difficult to present conclusions. 
The reviewer sympathizes with the author’s dilemma, but cannot help re- 
gretting the absence of a more well-defined analytical framework. 
AARON W. WARNER 
Columbia University 


Emergency Disputes and National Policy. Edited by IRVING BERNSTEIN, 
Haroip L. ENarson and R. W. Freminc. (New York: Harper and 
sros. 1955. Pp. xi, 271. $3.50.) 

The fifteenth in a series of the Industrial Relations Research Association 
publications, this book was written some eight years after the enactment of 
the National Labor Relations Act of 1947. This law, with its controversial 
Title If, National Emergency Provisions, came into being some two years 
after the 1945-46 postwar strike wave. Because of the cooling-off effect 
made possible by these intervening years, as well as by the almost assured 
unity of the American Federation of Labor and the Congress of Industria! 
Organizations, this dynamic study came into being at a most opportune 
time. 

In their introduction, the editors define a national emergency dispute 
issue as “A nation-wide and industry-wide stoppage in a basic industry”’ 
which may “shut off goods or services vital to the health and safety of mi!- 
lions of people.” Despite this easily formulated definition, the editors are 
quick to point out that the “emergency problem provides an arena for a 
set of irreconcilable convictions” and “like most great policy questions in a 
democratic society, it is more readily framed than resolved.”’ This is an 
agreement to disagree, and seems to be the only thread of general concur- 
rence that is reiterated in each of the fifteen chapters, each one written by 
an expert, and each on one or the other side of the fence, or even perched 
comfortably right on top. 

The first part of the book, which is divided into three parts, answers the 
question, What is a national emergency dispute? G. H. Hildebrand di 
cusses “An Economic Definition of the National Emergency Dispute,” in 


which he analyzes the industries which now have—or haven't—-a potential 


to fall into this emergency category. Despite certain qualifications, he con 
cludes that ‘‘opitimism about the relatively small dimensions of the problem 
of national emergency strikes still seems warranted for the present pe- 
riod. ...” Irving Bernstein, who writes about the “Economic Impact of 
Strikes in Key Industries,” notes that “only three of fifty-one highly union- 


ized industries in the United States have a national emergency potential: 
coal, steel, and railroads” and that the “results leave little doubt that the 
national emergency problem, in so far as it is economic in character, has 
been much exaggerated.”’ H. L. Enarson, who describes in detail the stee! 
strike of 1952, indicates that there is more than the economic side to an 
emergency dispute, by detailing the political and public-opinion aspects 
of the problem. Benjamin Aaron concludes the first part of the book by 
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disposing of the widely held misconception that such a dispute is a challenge 
to the authority of either the government or of other groups. 

Four authorities discuss the experience under the emergency provisions 
of the Taft-Hartley Law in the second part of the book. F. M. Kleiler ex- 
amines the “troubled industrial relations in the years immediately preced- 
ing 1947.”’ A. J. Goldberg and Jack Barbash, who describe how labor views 
the national emergency provisions, give certain criteria of values and tech- 
niques, in the light of which they indicate their own approach to the emer- 
gency problem. A. R. Heron, while insisting that there “is no such thing 
as an industry view,” gives certain criteria as the basis for his conclusion 
that “it is probable that most people in management look favorably on the 
present emergency provision.” F. C. Pierson elaborately evaluates the na- 
tional emergency provisions and proposes certain changes, but concludes 
that ‘the crux of the matter is the spirit in which the law is administered.” 

The concluding section of the book discusses the elements of a national 
policy. W. W. Wirtz, who discusses a wide choice of procedures for a solu- 
tion of the problem, urges the establishment of “a pattern for flexible ap- 
proach to emergency,” rather than ‘‘a single invariable set of compulsions.” 
J. K. Mann describes the “special disputes machinery devised for the 
atomic energy field” and examines “its present relation to generalized na- 
tional labor policy.” R. W. Fleming, in his “Search for A Formula,”’ dis- 
cusses as proposals for the handling of emergency strikes the statutory 
strike, compulsory arbitration, and two specific situations, the pattern 
under the Virginia and Massachusetts laws, and emergency panels for spe- 
cific industries. Archibald Cox describes experience with seizure in emer- 
gency disputes, and in appraising its future possibilities concludes that 
“seizure alone would seldom be an effective solution” but that “it appears 
to have considerable psychological value.”” Murray Edelman concludes this 
section as well as this most valuable book by discussing the part to be 
played by the different branches of government, executive, legislative, and 
judicial. In Appendix A, C. M. Rehmus discusses the twelve occasions in 
which the emergency machinery had been evoked up to the time of the writ- 
ing of the book. Appendix B reproduces Title II of the National Labor 
Relations (Taft-Hartley) Act of 1947. These are very definite assets of the 
book. 

This volume is a valuable contribution towards the formulation of a more 
applicable and widely accepted labor policy. 

C. Morris Horowitz 


Brooklyn College 


Lohnhiohe und Beschiftigung. By Withetm and Heinz HALier. 
(Berlin: Duncker & Humblot. 1955. Pp. 79. DM 6,60.) 

In this, the eleventh of a series of economic studies issued since 1949 
under the aegis of the Theoretische Ausschuss des Vereins fiir Sozialpolitik 
(Theory Committee of the Society for Social Policy), two of modern 
Germeny’s outstanding academic economists present somewhat contrast- 
ing, yet complemetary essays in wage theory. This slim volume also contains 
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the essence of the discussions provoked by the reading of these essays at 
two committee meetings, in January 1953 and September 1954. 

In the first of the essays, Wilhelm Krelle is concerned with the influence 
of wage changes on prices and employment in the individual firm. An al- 
most nostalgic reference to an earlier state of theory in which al] such ques- 
tions seemed settled by application of the marginal analysis of J. B. Clark 
and Béhm-Bawerk, correctly sets the stage for what follows. Essentially, 
despite protestations to the contrary, Krelle’s contribution represents a 
modernization of an old methdology. In answering such questions as the 
impact of wage changes in a firm upon employment in that firm, upon the 
price of the end-product, upon factor prices, or upon the prices of substitute 
and complementary products, his major departures from neoclassic doctrine 
are the introduction of many more variables and the replacement of the 
simpler mathematical techniques of incremental analysis and simple ge- 
ometry with more sophisticated models utilizing differential calculus and 
modern geometry. Aside from the aesthetic satisfaction provided scholars, 
however, Krelle’s contribution is as arid for decision-making in the firm, at 
least from a positive point of view, as that of J. B. Clark. In this, Krelle’s 
performance is no different from that of many American model-builders 
whose stochastic equations offer mental exercise but no guides to policy. 
His conclusion, in agreement with Arthur Ross and Clark Kerr, that there 
is no symmetry in the operation of a particular wage change, is supported 
by his mathematical demonstration. However, a more logical case for the 
same conclusion is made by Lloyd Reynolds in his textbook, Labor Eco- 
nomics and Labor Relations with less elegance but more persuasion. 

Of greater value is Krelle’s argument that the theoretical apparatus to 
date, because of its static nature, can offer only a means of obtaining a de- 
terminate answer to the why of what already has happened. The prediction 
of consequences of a wage change under specified circumstances, according 
to him, will have to await the evolution of a dynamic theoretical apparatus. 

In contrast with the rigorous development and narrower focus of Krelle’s 
paper, that of Heinz Haller is philosophical, discursive and broad. No at- 
tempt is made by Haller to present theorems, principles or laws. Instead, 
he is concerned that economists take into account the realities that they 
too often have treated as temporary frictions. No effort is wasted in the 
construction of an incomplete model of the wage-employment relationship. 
Recognizing that timber must be transformed to lumber before a house 
may be built, Haller shapes a number of planks for use by examining per- 
sistent features of contemporary economic life which affect wage-setting 
and which determine the reactions of the economy to the wage levels set. 

Woven into the discussion are numerous interesting comments on vari- 
ous aspects of the work of Keynes, Lange, Patinkin, Pigou and Hansen 
among others. These comments, as welt as an unashamedly partisan argu- 
ment for a doctrine of “social partnership” in industrial relations, are given 
as much prominence as any attempt to contribute to wage-employment 
theory. As a result, Haller’s essay merits attention more as a critique of ex- 
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tant theory from a special point of view than as a contribution to economic 
theory. 

On the whole, this publication, as well as the others in the series issued 
under the same auspices, should prove of particular interest to readers 
familiar with that trend in German economic thought, temporarily ar- 
rested in the Third Reich, which reflected the effort to give a broader social 
base to theory and thereby influence public policy. These publications 
represent the renaissance of the tradition of the seemingly dissimilar yet 
basically associated social-policy approach of F. C. Miiller-Lyer, Fritz 
Karl Mann, Wilhelm Lexis and the like, and are indicative of a resurgence 
of German economic humanism. 

Louis R. SALKEVER 

State University of New York 

New Paliz, N. Y. 


Industrial Relations in Australia. By KENNETH F. WALKER. (Cambridge: 
Harvard University Press. 1956. Pp. xviii, 375. $7.50.) 

Interest in labor management relations in Australia has understandably 
been focused on its unusual sixty years experience with compulsory arbi- 
tration. Has this system protected the community against economic loss 
and inconvenience resulting from strikes? Has it contributed to produc- 
tivity? What effect has it had on the unskilled and “least-well-off” workers? 

Kenneth F. Walker, professor of psychology at the University of Western 
Australia, with ten years’ practical experience in the Australian Deparment 
of Labour and National Service, examines the social, economic, techno- 
logical, and political factors involved in this bold experiment. His book is an 
informative, well-written and up-to-date addition to the considerable list 
of books and articles on the subject." 

Case studies of seven industries—furniture, metal mining, meat slaugh- 
tering, coal mining, sheep raising, metal trades and stevedoring—comprise 
a major portion of the book and illustrate the varied pattern of industrial 
relations under a system of compulsory arbitration. For example, work 
stoppages are nonexistent in furniture but severe and frequent in coal 
mining and stevedoring. Mutual acceptance by union and employers is 
complete in metal trades and sheep raising but absent in stevedoring and 
coal mining. The role of an industrial tribunal is continuously important 
in meat slaughtering and coal mining, vital in sheep raising, important in 
stevedoring and of little importance in furniture and metal trades. 

Walker suggests nine proximate determinants for this varied pattern: 
(a) effectiveness of direct action; (b) extent to which the union attempts to 
penetrate managerial functions; (c) stability of organization among em- 
ployers and employees; (d) nature of the work and circumstances of em- 
ployment; (e) economic horizon of employees; ({) methods of management; 


! For a recent bibliography see D. W. Oxnam, “Industrial Arbitration in Australia: Its 
Effects on Wages and Unions,” Indus. Lab. Rel. Rev., July 1956, 1X, 610-28. 
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(g) common social and industrial background and interests of employers 
and employees; (h) personalities of union leaders, management and em- 
ployers’ association staff; and (i) ideological and political objectives. 

The analysis, despite Walker’s expertness and capability, suffers from 
vagueness. He has endeavored to view industrial relations as the interaction 
of a system of forces operating in a social framework at a particular time 
and place. Unfortunately the methods of measurement available for the 
interdisciplinary approach involving all of the social sciences are still in- 
exact and the tools of investigation are blunt. Walker recognizes the im- 
portance of testing the strength of the various forces and their functional 
relationships, but the means available are inadequate to the challenge. His 
major generalization, however, may turn into a scientific bonanza. He con- 
cludes that the problems of productivity and work stoppages might be more 
carefully delineated by a complete knowledge of the market conditions and 
technology of various industries. 

Despite the very general nature of the results from existing and primitive 
tools of analysis, Walker’s book supplements the information available 
from other sources. Compulsory arbitration in Australia has been a stimu- 
lus to the organization and improvement of working conditions of poorer 
workers. Strikes are frequent but short. Australia has an unusual proportion 
of activities that are centers of conflict the world over, particularly in coal 
mining and water transportation. Real wages have paralleled productivity, 
although cause and effect are not ascertainable. The influence of strong 
unionization and a Jabor party are still imponderables. 

Walker’s study was not intended to arrive at a conclusion as to whether 
the United States should adopt compulsory arbitration. Yet the question 
inevitably comes to mind in the light of this most recent full investigation 
in another country. Today, nine out of ten union agreements in this country 
provide for some form of arbitration. Should these arrangements be 
formalized and made applicable to all? The general consensus of American 
experts appears to be that compulsion would not work here. When arbi- 
tration was made compulsory in Kansas in the 1920’s it failed; both unions 
and employers opposed the law and the United States Supreme Court held 
the law unconstitutional. 

MAXINE YAPLE WOOLSTON 

Bryn Mawr College 


Population; Welfare Programs; Standards of Living 


Social Security and Public Policy. By Eveting M. Burns (New York: 
McGraw-Hill. 1956. Pp. xvi, 291. $5.50.) 

The main problems of a social security program can be stated very 
briefly. Granted the policy objective of providing a minimum standard of 
living for all citizens, the following questions have to be put: What should 
this minimum be? Should state action be confined to helping individuals 
themselves to reach this minimum by some redistributory device, e.g. 


full employment, or should it extend to state provision of social services? 
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Granted state intervention, how should it be financed? How far will par- 
ticular methods of finance conform or conflict with other government 
policy objectives? Professor Burns has not provided her own answers to 
these questions, but she has ably summarized and discussed the answers 
provided by administrators, businesses and trade unions, and economists, 
not only in the United States, but in a considerable number of other coun- 
tries with widely differing social security programs. The result is a first-rate 
and exceedingly readable text aimed at the intelligent student; in fact, it is 
the only general textbook of its kind, and it is a welcome relief to find such 
a book among the host of dreary summaries of the history of social security 
legislation which pass for inclusion in academic courses. 

The book is divided into four parts. In the first part, the author considers 
what problems arise in fixing the rate of social security benefits and what 
conditions should govern their receipt. Obviously these problems will be 
solved in very different ways in different economies, depending on the 
amount and distribution of real income, the prevailing causes of poverty, 
and the social attitudes of the public to these conditions. Solved,” how- 
ever, is hardly the right word, as is clear from Mrs. Burns’ particularly en- 
lightening chapter on income guarantees and the willingness to work, be- 
cause the solutions are hampered by the peculiar difliculty of defining fun- 
damental concepts, such as ‘‘need,”’ “‘eligibility’”’ and ‘“‘malingering.”” How 
right she is to stress the lack of precise information about the effects of 
social security on economic incentives, and the need for continuous re 
search, granted the ever-changing economic conditions in which sotial 
security programs are bound to operate. 

Part II of the book brings us to the consideration of the sources of in- 
come inadequacy and the forms of state intervention used to prevent 
poverty. Always the general issues are put before the reader, and he should 
be particularly impressed by the author's restrained treatment of the prob- 
lems encountered in instituting a public medica! service. The reviewer notes 
with satisfaction the parallel drawn on page 133 between the veteran's 
health program in the United States and the hospital service in the United 
Kingdom! 

Part ILI, on the financing of social security programs, contains some 
shrewd analysis of the inevitable conflicts which arise between social 
security aims and other government policies. To many foreign readers the 
sections on the economics of experience-rating and the problems of inter- 
governmental cost-sharing will be of particular interest, while the discus- 
sion of the perennial questions of insurance taxation (for so it must be re- 
garded) and of reserve vs. current financing will provide a useful link be- 
tween a course on social security and one on the economics of public fi- 
nance. The reviewer did find that Mrs. Burns’ eclectic approach served 
her less well in the discussion of the incidence of social security taxes. It 
would have been useful to have distinguished between short- and long-run 
incidence of these taxes, and to have said something of the difficulties of ar- 
riving at any general conclusions which are independent of the particular 
budgetary assumptions made. The reviewer would also have liked to have 
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seen some discussion of the economic problems facing social security 
schemes in countries with ageing populations. The work concludes with a 
short section on the administrative problems of social security. 

It only remains for the reviewer to congratulate the author for producing 
a work which will attract the student to a neglected but important aspect 
of applied economics. 

ALAN T. PEACOCK 
University of Edinburgh 


American Social Legislation. By Joun D. HoGAN and Francis A. J. LANNI. 
(New York: Harper & Bros. 1956. Pp. xvi, 713. $6.50.) 

The role of social legislation in promoting the well-being of both society 
and the individual has been obscured by the continuous controversies as 
to the wisdom and desirability of certain legislative measures and their im- 
plementation. Social legislation is often the result of social change. It is, 
however, also a producer of important social changes. In this latter respect 
it serves as a catalytic agent. The authors of this interesting work (also 
designed as a text) skillfully present a subject of vast import to the United 
States. Indeed, it would be no exaggeration to state that from the cradle 
to the grave the average American is now enwrapped in a thick layer of 
social legislation aimed at protecting him from the vicissitudes of a complex 
industrial civilization. 

Against the background of an analysis of the American social system, 
social thought and social movements, the authors devote a substantial 
portion of the book to problems arising from the growing dependence of 
the average employee. This results from an industrial process which is ever 
mutable, whose tempo is ever accelerating, and which shows no signs of 
slackening in the near future. A product of thorough research, the work 
devotes a great deal of attention to such topics as income security, social 
insurance and assistance, and labor legislation. It also traces the changing 
trends in family legislation, including that concerned with marital and 
parent-child relationships. From the abundant materials made available to 
the reader, one gains the impression that part of American social legis- 
lation is of high quality but that the remainder is characterized by over- 
lapping, confusion, and illogicality. 

Although the authors cover their material comprehensively, one notice- 
able gap concerns the relating of laws to the experience which led up to 
their passage. In all fairness to Hogan and Ianni, full coverage of this aspect 
would have required tremendous research. Nevertheless, the authors may 
not have made full use of available sources of information that shed light 
on the motivations, pressures, and causes accounting for the passage of 
specific acts of social legislation. As J. Owen Stalson, in his Marketing Life 
Insurance, has pointed out (p. 314), “laws are generally produced as the 
result of some immediate agitation by an interested group—those who have 
been injured, those who seek to create a situation from which they may 
profit” and by other groups. These other groups include those inspired by 
humanitarian and altruistic considerations. 
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Another serious gap is the failure of the authors to analyze the costs of 
American social legislation. Revenues and expenditures cannot be ignored 
in evaluating the wisdom of specific measures of social legislation. Are costs 
rising? What proportion of governmenta! revenues are devoted to the ad- 
ministration of social legislation? How much more can the taxpayer bear? 
Is there any limit in sight? The book undoubtedly would have profited 
from a consideration, in more or less detail, of this growing problem of 
costs. 

On the whole, the work fills the void of textbook material in a field whic h 
is fraught with enormous significance for the welfare of the ordinary Ameri- 
can. The volume, written in interesting fashion and effective style, should 
serve as an useful introduction to those interested in pursuing further re- 
search in this area. 

HARRIS PROSCHANSKY 


New York, N. Y. 


™~ ~ 


TITLES OF NEW BOOKS 


Descriptive notes accompanying some of the following titles have been prepared by Pro- 
fessor I. L. Shariman, of the University of Michigan. 


General Economics; Methodology 


Barre, K. Economie politique. Vol. 11. (Paris: Presses Univ. de France. 1956. Pp. 768. 1.600 fr.) 
A text prepared specifically for the use of students in Instituts d'Etudes Politiques and 

candidates for la licence en droit. The present volume is concerned with the subject of distri 

bution~-in general, in a decentralized capitalistic economy, and in a centralized collectivist 

economy. The first volume, by André Marchal, appeared earlier this year; but it has not been 

received 

Bitty, J. La politique économique. (Paris: Presses Univ. de France. 1956. Pp. 128.) 

BLaveN, V.W. An introduction to political economy. Rey. ed. (Toronto: Univ. of Toronto Press. 

1956. Pp. viii, 319. $4.95.) 

Bye, R. T. aNnp Barnes, R. R. Questions and workbook for Bye’s “Principles of economics.” 

Sth ed. (New York: Appleton-Century Crofts. 1956. Pp. v, 310. $2.75.) 

Eastuam, J. K., ed. Economic essays in commemoration of the Dundee School of Economics 

(London: Economists’ Bookshop, Ltd., distrib. 1955. Pp. 103.) 

Har, E. W. Modern science and human values——a study in the history of ideas. (New York: 

Van Nostrand. 1956. Pp. x, 483. $8.) 

“In tracing the achievement of modern scientific method, material has been drawn largely 
from the histories of dynamics and economics. It was thought wise to take a physical and a 
social science, and the actual choice in each area was dictated largely by the fact that it was in 
the chosen disciplines that the new method found its earliest attainment.” (From the intro 
duc tion.) 

Knorr, K. The war potential of nations. (Princeton: Princeton Univ. Press, for Center of 

Internat. Stud. 1956. Pp. viii, 310. $5.) 

“As a contribution to a theory of war potential, this book intends to explore and clarify the 
underlying bases of military power, to facilitate estimates of the comparative war potential 
of nations, and to identify some of the conditions which nations can manipulate in order to 
bolster their war potential. 

“The study is not restricted to economic or industrial war potential. The determinants of 
potential military power are divided into three broad categories: The Will to Fight, usually 
called ‘morale’; Administrative Capacity; and Economic Capacity an attempt is made to 
show how these determinants of war potential interact.” (From the introductory chapter.) 
Koivisto, W. A. Principles and problems of modern economics. With Instructor's manual 

(New York: John Wiley. London: Chapman & Hall. 1957. Pp. xxi, 834. $6.) 

Munsy, D. L. Christianity and economic problems. (New York: St. Martin’s. London: Mac 
millan. 1956. Pp. ix, 290. $5.) 
PAULSEN, A. Allgemeine volkswirtschaftslehre. Vol. 1, Grundlegung, Wirtschaftskreislauf. (Berlin: 

Walter de Gruyter. 1956. Pp. 138.) 

Wuittaker, E. Economic analysis. (New York: John Wiley. London: Chapman & Hall. 

1956. Pp. xiii, 460. $6.50.) 


Price and Allocation Theory; Income and Employment Theory; 
Related Empirical Studies; History of Economic Thought 
Biet, B. Théories contemporaines du profit—essai de micro et macroanalyses. (Paris: Lib. de 
Médicis. 1956. Pp. 302. 1.500 fr.) 
CARLSON, S. A study on the pure theory of production. Reprint of Econ. classics ser. (New York: 
Kelley & Millman. 1956. Pp. vii, 128. $4.50.) 


EiseRMANN, G. Die Grundlagen des Historismus in der deutschen National- dkonomie. (Stutt 
gart: Ferdinand Enke. 1956. Pp. xv, 249. DM 25,—.) 
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FANNO, M. La teoria delle flutiuazioni economiche. 2nd rev. ed. (Turin: Unione Tipogratic 
Ed. Torinese. 1956 Pp. xv, 487. L. 3.800.) 

Generic, H. Friedrich List—und Deutschlands politisch-okonomische einheit (Leipzig: Koehler 
& Amelang. 1956. Pp. 450.) 

James, E. Histoire sommaire de la pensée éc momigue. (Paris: Montchrestien. 1956. Pp. 336 
1.320 fr.) 

Kenprick, J. W. Productivity trends ca pilal and labor. (New York: Nat. Bur. Econ. Research 
1956. Pp. 23. 50¢.) 

Kurinara, K. K. Introduction to Keynesian dynamics. (New York: Columbia Univ. Press. 
1956. Pp. 222. $4.50.) 

LINDBERGER, L. Investeringsverksamhet och sparande—balansproblem pa liny och kort sikt 
Swedish Royal Comm. Fin. Dept. 1956 no. 10. (Stockholm: Ivar Ha egstroms. 1956 
Pp. 266.) 

Meek, R. L. Studies in the labour theor) of value. (New York: Internat. Pub. London 
Lawrence & Wishart. 1956 Ip. 310. $5.) 

Mummery, A. F. anp Hopson, J. A. The physiology of industry—being an ¢ posure certain 
fallacies in existing theories of economics. Keprint of Econ. classics ser. (New York: Kelley 
& Millman. 1956. Pp. xvii, 215. $5.) 

RUGGLEs, R. AND RuGGLEs, N. D. National income accounts and income analysis. 21d ed. (New 
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Bou, L. T., ed. Problems of the Malayan economy. A series of radio talks. Background to 
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Cuepner, B.S. Cent ans d'histoire sociale en Belgique. (Brussels; Inst. de Soc. Solvay. 1956 
Pp. 435. 250 Bfr.) 
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Resources Authority. 1956 Pp. 151.) 
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Hussry, M. From merchants to “colour men’ —five generations of Samuel W etherill’s white lead 
business. Research stud. XX XIX. (Philadelphia: Univ. of Pennsylvania Press, for Wharton 
School. 1956. Pp. xvi, 149. $5.) 

Innis, H. A. The fur trade in Canada—an introduction to Canadian economic history. Rev. ed. 
(Toronto: Univ. of Toronto Press. 1956. Pp. 463. $8.50.) 

Jackson, J. C. anp Levitan, S. A. Selected materials on the economy of the South. Staff report 
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Wittan, T. S. The early history of the Russia Company, 1553-1603. (Manchester: Manchester 
Univ. Press. 1956. Pp. 295. 30 s.) 

ZiNKIN, M. Development for free Asia. (Fair Lawn, N.J.: Essential Books, for Inst. of Pacific 
Relations. 1956. Pp. viii, 263. $4.50.) 

Contemporary Poland--society, politics, economy. Prelim. ed., 1955. Subcontractor’s monogr. 
HRAF-22 Chicago-16. (Chicago: Univ. of Chicago, for Human Relations Area Files, Inc. 
1956. Pp. v, 578, mimeo.) 

Desarrollo econdmico de Chile 1940-1956. (Santiago: Editorial Universitaria, for Inst. de Econ 
de la Univ. de Chile. 1956. Pp. xviii, 210, xxvi_) 

L’espace économique francais. Special issue of Etudes et Conjoncture. (Paris: Presses Univ. de 
France. 1956. Pp. 262. 1.500 fr.) 

Niveaux de développement et politiques de croissance. No. 5, Israel. Cahiers, ser. F. (Paris: Inst. 
Sci. Econ. Appliquée. {1956.] Pp. 92.) 

I problemi dello sviluppo economico con particolare riguardo alle aree arretrate. Univ. Cattolica 
del Sacro Cuore, n.s., LIV. Ist. di Sci. Econ. ser. IV. (Milan: “Vita e Pensiero.” 1956. Pp. 
430.) 

Scope and methods of the Central Planning Bureau. (The Hague: Central Planning Bur. 1956. 
v, 88.) 


Statistical Methods; Econometrics; Social Accounting 


Anpriort, J. L. U.S. Government statistics—guide and index. Pilot ed. (Arlington, Va.: Author 
1956.) 
This is an important new reference tool on statistical services of the federal government. 
Part I, which is not as yet complete, lists statistical publications by title under the name of the 
issuing agency, describes contents, frequency of issuance and period covered. Part II will 
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provide a detailed subject index. Three quarterly supplements are to be issued at periodic 

intervals to keep the data up to date. 

DaAunLBerG, A. O. National income visualised—a graphic portrayal of how economic activity is 
measured. (New York: Columbia Univ. Press. 1956. Pp. viii, 117. $3.50.) 

Devtscu, G. Relative national accounts. Tech. paper no. 4. (New York: Nat. Indus. Confer- 
ence Board. 1956. Pp. 43.) 

Itersic, A. R. Statistics and their application to commerce. Rev. 11th ed. (Fair Lawn, N.J.: 
Essential Books. London: H.F.L. [Publishers] Ltd. 1956. Pp. xii, 401. $4.; 25s.) 

NEISWANGER, W. A. Elementary statistical methods—as applied to business and economic data. 
Rev. ed. (New York: Macmillan. 1956. Pp. xx, 749. $6.90.) 

NEVIN, E., ed. The social accounts of the Welsh economy—1948 to 1952. Welsh econ. stud. no. 1- 
(Cardiff: Univ. of Wales Press. 1956. Pp. xiv, 17. 3s 6d.) 

Prov, C. Méthodes de la comptabilité nationale francaise. Etud. et Mém. no. 28. (Paris: A- 
Colin. 1956. Pp. 240.) 

Surru, C. F. anp Davies, G. R. Calculus for business and related fields. (Dubuque: Wm. C:- 
Brown. 1956. Pp. vii, 103. $2.95.) 

The inter-industry flow of goods and services, Canada—1949. Ref. paper no. 72. (Ottawa: E. 
Cloutier, for Dominion Bur. Stat. 1956. Pp. 52. $1.) 

Personal income in Maryland. Stud. in bus. and econ., X(2). (College Park: Bur. Bus. and 
Econ. Research, Univ. of Maryland. 1956. Pp. 12.) 

Statistical abstract of the United States 1956. 77th annual ed. Bur. Census, Dept. Commerce. 
(Washington: Supt. Docs. 1956. Pp. xvi, 1049. $3.75.) 


Economic Systems; Planning and Reform; Cooperation 


Barrabas, G. Scientific capitalism. (New York: Pageant Press. 1956. Pp. 276. $5.) 

BoarMAN, P. M. Der Christ und die Soziale Marktwirischaft. (Stuttgart: W. Kohlhammer 
1955. Pp. 130.) 

Deoras, J., ed. The Communist International, 1919-1943, documents. Vol. 1, 1919-1922. 
(London: Oxford Univ. Press, for Royal Inst. Internat. Affairs. 1956. Pp. 463. 55s.) 

Sarre, N. B. The technique of planning in India. (Poona: Author, 855 Shivajinagar, Poona 
4. 1955. Pp. 171. Rs 3/8.) 


Business Fluctuations 


Apramson, A. G. and Mack, R. H. Business forecasting in practice—principles and cases. 
(New York: Wiley. London: Chapman & Hall. 1956. Pp. xiii, 275. $6.50.) 

Snyper, R. M. Measuring business changes—a handbook of significant business indicators. 
(New York: Wiley. 1955. Pp. 382.) 

Economic report of the President, transmitted to the Congress, January 23, 1957 (Washing- 
ton Supt. Docs. 1957. Pp. xi, 200. 65c.) 

The gaps in our prosperity and needed changes in national economic policies to achieve full pros- 
perity for all. Stud. no. 4. (Washington: Conference on Econ. Progress. 1956. Pp. 95.) 


Money, Credit and Banking; Monetary Policy; Consumer 
Finance; Mortgage Credit 


Biocu-Lainé, F., AND oTHERS. La sone franc. Biblioth. de la Sci. Econ. (Paris: Presses Univ. 
de France. 1956. Pp. 512. 2.200 fr.) 

Bryant, W. R. Mortgage lending—fundamentals and practices. (New York: McGraw-Hill. 
1956. Pp. xi, 375. $6.25.) 

Crasert, A. Structure économique et théorie monétaire—essai sur le comporlement montlaire dans 
les pays sous-développés. Etud. et Mém. no. 30. (Paris: A. Colin, 1956. Pp. 318.) 

Croome, H. Introduction to money. (London: Methuen. 1956. Pp. vii, 209. 10s 6d.) 
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Fisuer, E. M. ann Rapxin, C. The Mutual Mortgage Insurance Fund—a study of the adequacy 
of its reserves and resources. (New York: Columbia Univ. Press. 1956. Pp. xvi, 162. $4.) 
FriepMan, M., ed. Studies in the quantity theory of money. Essays by M. Friedman, P. Cagan, 
J. J. Klein, FE. M. Lerner, R. T. Selden. (Chicago: Univ. of Chicago Press, for Econ. Re- 

search Center, Univ. of Chicago. 1956. Pp. v, 265. $5.) 

Guuies, J. anv Curtis, C. Institutional residential mortgage lending in Los Angeles County 
1946-195 1—six significant years of mortgage lending. (Los Angeles: Real Estate Research 
Program, Univ. of California. 1956. Pp. xv, 202.) 

Gresier, L., Brank, D. M. anp Winnick, L. Capital formation in residential real estate— 
trends and prospects. Stud. in capital formation and financing no. 1. (Princeton: Princeton 
Univ, Press, for Nat. Bur. Econ. Research. 1956, Pp. xxx, 519. $10.) 

W. A. Schweizerische kreditanstalt 1856-1956—H undert jahre im dienste der schweizerischen 
volkswirtschaft. (Zurich: Swiss Credit Bank, 1956. Pp. xv, 564.) 

LinpperGcer, L. Penningv irdeundersikningen. Pt. [nvesteringsverksamhet och sparande- 
balans problem pd ling och kort sikt, Statens Offentliga Utredningar 1956: 10. (Stockholm: 
Finansdepartementet. 1956. Pp. 267.) 

Merave, J. E., Rowan, D. C,, anp Hoxper, R. F. Developments in monetary policy. Econ. 
papers no. 2. (Sydney: Econ. Soc. of Australia and New Zealand. 1956. Pp. 63. 59¢.) 

Roosa, R. V. Federal Reserve operations in the money and government securilies markets. (New 
York: Federal Reserve Bank of New York. 1956. Pp. 108.) 


Snuerwin, S. F, Monetary policy in continental Western Euro pe—1944-1952. Wisconsin Com- 
merce stud. II(2). (Madison: Bur. Bus. Research and Service, Univ. of Wisconsin. 1956. 
Pp. iv, 311. $1.15.) 

Archivi storici delle aziende di credito. Vols. I and IT. (Rome: Assoc. Bancaria Italiana. 1956. 
Pp. 691; 309 +333 docs.) 

The book is in the nature of a guide to the archives of a number of Italian banks and 
should be of great interest to the student of the history of Italian banking. In Volume II there 
are 333 pages of photographic reproductions of documents selected from the archives. 

Com pilation—federal and state laws relating to the reserves against deposits in banking institu- 
tions, January 1, 1956. (Washington: Board of Gov., Fed. Reserve System. 1956. Pp. 91.) 

Federal credit union regulations. Hearing before the House Committee on Banking and Currency, 
84th Cong., 2nd sess., June 23, 1956. (Washington: Supt. Docs. 1956. Pp. 16.) 

Study of banking laws—legislative recommendations of the federal supervisory agencies to the 
Senate Committee on Banking and Currency, October 12, 1956. (Washington: Supt. Docs. 
1956. Pp. 212.) 


Public Finance; Fiscal Policy 


Griziorti, B. Studi di scienza delle finanze e dirilto finanziario. Vols. I and II, (Milan: A. 

Giuffré, for Ist. di Finanza, Univ. di Pavia. 1956. Pp. xl, 521; viii, 585, L. 3.000 ea.) 
Horzman, R. S. The tax on accumulated earnings. (New York; Ronald Press. 1956. Pp. vii, 

136. $10.) 

“The book was designed to show corporate executives, and their advisers, the tax conse- 
quences of accumulated earnings. Thorough analysis is made of the problem and of how to cope 
with it. This work is an extremely practical one: it is not concerned with what the law was 
or what it should be. The presentation deals with this specialized tax that corporation execu- 
tives must deal with now. The nature of the tax is first examined: who is vulnerable, when, 
and why. Next, every argument that has ever been raised in any litigated case to justify the 
retention of earnings is grouped and analyzed. ...” (From the preface.) 

Laur&, M. Traité de politique fiscale, (Paris: Presses Univ. de France, 1956. Pp. 425. 1.400 fr.) 
Martin, J.-P. Les finances publiques britanniques. (Paris: Lib. de Médicis. 1956. Pp. 232. 

1.500 fr.) 

Pari, G. U. Teoria della condotia economica dello stato. (Milan: A. Giuffré. 1956. Pp. xvi, 410. 

L. 2.500.) 
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Passet, R. Les subventions économiques et la lutte contre l’inflation. (Paris: Montchrestien. 
1956. Pp. 252. 2.000 fr.) 

Avskrivning og skattlegging. (Depreciation and taxation.) Samfunnsgkon. stud. no. 5. (Oslo 
Statistisk Sentralbyra. 1956. Pp. 85.) 

Budget and accounting. Hearings before a subcommittee of the House Committee on Government 
Operations, 84th Cong., 2nd sess., on bills to improve governmental budgeting and accounting 
methods. (Washington: Supt. Docs. 1956. Pp. 270.) 

Debt management advisory committees, Treasury Department. Hearings before a subcommittee of 
the House Committee on Government Operations, 84th Cong., 2nd sess., June 5 and 7, 1956. 
(Washington: Supt. Docs. 1956. Pp. 157.) 

Natura ed effetti economici di un’im posta sulle societa’—atti del i convegno di studi, Roma 1955, 
(Milan: A. Giuffré, for Soc. per lo Stud. dei Problemi Fiscali. 1955. Pp. xiv, 358. L. 2.000.) 

New sources of local revenue—teport of a study group of the Royal Institute of Public Administra 
tion. (London: Allen & Unwin. 1956. Pp. 200. 25s.) 


International Economics 


Buwwe t, P. W. What the tariff means to American industries. (New York: Harper, for Council 
on For. Relations. 1956. Pp. xvi, 304. $5.) 


Cuenc, Y. K. Foreign trade and industrial development of China—an histotical and integrated 
analysis through 1948. (Washington: Univ. Press of Washington, D. C,, for American Univ. 
and China Internat. Foundation. 1956. Pp. xi, 278. $7.) 

Exuiort, G. A. Tariff procedures and trade barriers—a study of indirect protection in Canada 
and the United States. (Toronto: Univ. of Toronto Press, for Canadian Inst. of Internat 
Affairs. 1955. Pp. xiii, 293. $5.95.) 

Gancutt, B, N. India’s economic relations with the Par Eastern and Pacific countries in the pres- 
ent century. (Bombay : Orient Longmans, for Indian Council of World Affairs and Inst. of 
Pacific Relations. New York: Inst. of Pacific Relations. 1956. Pp. 348. $3.50.) 

An essentially historical and statistically descriptive review of India’s trade with the coun 
tries and colonies of southeast Asia, with Japan, China, The Philippines, Canada, and the 
United States. 

Haxevi, N. Estimates of Israel's international transactions 1952-1954. (Jerusalem: Falk Project 
for Econ. Research in Israel. 1956, Pp. 139. $2.) 


Hepworth, S. R. Reporting foreign operations. Michigan bus. stud. XII(5). (Ann Arbor: Bur 
of Bus. Research, Univ. of Michigan. 1956. Pp. v, 211. $3.50.) 

“Tt will be the objective of this monograph to explore the major problem areas in connection 
with investment in foreign subsidiaries and to suggest accounting and reporting techniques 
which reflect current conditions and which are compatible with generally accepted accounting 
principles logically applied. The areas to which particular attention will be devoted include 
the translation of foreign currency accounts into dollars, the measurement and significance of 
the gain or loss resulting from exchange rate movements, the form and impact of govern 
mental restriction of international! financial transactions, and the desirability of and techniques 
for fully or partially including foreign currency accounts in consolidated financial statements.” 
(From the preface.) 


Katz, S. 1. Two approaches to the exchange-rate problem—the United Kingdom and Canada 
Essays in Internat. Fin. no. 26. (Princeton: Internat. Fin. Sec., Princeton Univ. 1956. Pp. 
19.) 

LADEMANN, J. Probleme des auswirtigen Realaustauschvertralinisses. (Zurich: Polygraphischer. 
1956. Pp. 277.) 

Vicnes, D. La communaulé européenne du charbon et de l’acier. (Paris: Lib. Gén, de Droit et 
de Jurisprudence. 1956. Pp. 196. 1.300 fr.) 


Certain reports and proposals on foreign aid since 1947. (Washington: Internat. Coop. Admin. 
1956. Pp. 104.) 


The common market to promote social prosperity—résumé of the work of the II Ird International 
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Conference of E.L.E.C. and list of participants (Brussels, June 20th, 21st and 22nd, 1956). 
European League for Econ. Co-op. pub. no. 21, pub. no. 22 (in French). (Brussels: European 
League for Econ. Co-op. 1956. Pp. 42; 84.) 

Customs, tariffs, and reciprocal trade agreements—laws, executive orders, and procedural rules. 
Hearings before a subcommittee of the House Committee on Ways and Means, September 17, 
1956. (Washington: Supt. Docs. 1956. Pp. 52.) 

East-west trade. Hearing before the Permanent Subcommittee on Investigations of the House 
Committee on Government Operations, 84th Cong., 2nd sess., June 26, 1956. (Washington: 
Supt. Docs. 1956. Pp. 103.) 

Economic expansion and its problems. 7th rept. (Paris: OLEC. 1956. Pp. 298.) 

Foreign grants and credits by the United States government—June 1956 quarter. (Washington: 
Dept. Commerce. 1956. Pp. iii, 84.) 

Government policy in respect of private foreign investment in Ceylon. By the Ceylon Ministry 
of Finance, presented to Parliament by M. D. H. Jayawardane, July 15, 1955. (Colombo: 
Govt. Press. 1955. Pp. 16.) 

Les graphiques thtoriques des analyses du commerce international. Cahiers hors sér. no. 3. (Paris: 
Inst. de Sci. Econ. Appliquée. (1956.] Pp. 70.) 

International banking and foreign trade—institulions, policies and practices in the Western 
Hemisphere. Lectures delivered at the Ninth Internat. Banking Summer School, Rutgers 
Univ., July 1956. (London: Europa Pub., for Grad. School of Banking [Am. Bankers Assoc.]. 
and Inst. of Bankers. 1956. Pp. 261. $5.) 

Issues before the Eleventh General Assembly. (Includes 3 chapters on economic questions.) 
Internat. Conciliation no. 510. (New York: Carnegie Endowment for Internat. Peace. 
1956. Pp. 159. 25¢.) 

Organization for trade cooperation. Hearings before the House Committee on Ways and Means, 
84th Cong., 2nd sess., Mar. 1-16, 1956. (Washington: Supt. Docs. 1956. Pp. 1444.) 

Réglementation du commerce del’ or et des devises en France. Suppl. 17. (Basle: Bank for Internat. 
Settlements. 1956. Pp. var.) 

Report to Congress on the Mutual Security Program for the six months ended June 30, 1956. 
(Washington: Supt. Docs. 1956. Pp. 33.) 

Survey of east-west trade in 1955. Eighth report to Congress (last half of 1955) under Mutual 
Defense Assistance Control Act of 1951. (Washington: Supt. Docs. 1956. Pp. vi, 98. 35¢.) 

War claims and return of enemy assets. Hearings before a subcommittee of the House Committee 
on Interstate and Foreign Commerce, 84th Cong., 2nd sess. (Washington: Supt. Docs. 1956. 
Pp. 489.) 


Business Finance; Investment and Security Markets; Insurance 
Crum, W. L. Fiscal-year reporting for cor porate income tax. Tech. paper 11. (New York: Nat. 
Bur. Econ. Research. 1956. Pp. 65. $1.25.) 


Kop, C. A. Casualty insurance—an analysis of hazards, policies, insurers and rates. 3rd ed. 
(New York: Ronald Press. 1956. Pp. xii, 635. $7.50.) 


McGu, D. M., ed. The beneficiary in life insurance. Rev. ed. (Homewood: Irwin, for S. S. 
Huebner Foundation for Insur. Educ., Univ. of Pennsylvania. 1956. Pp. xx, 314. $5.) 


Prerrer, |. [nsurance and economic theory. (Homewood: Irwin, for S. S. Huebner Foundation 
for Insur. Educ., Univ. of Pennsylvania. 1956. Pp. xvii, 213. $4.) 


Preps, C. W. The role of factoring in modern business finance. Stud. in commercial fin. no. 1. 
(Baltimore: Commercial Credit Co. 1956. Pp. 70.) 


Business Organization; Managerial Economics; Marketing; Accounting 


ALKJAER, E. Ungdommen pd det danske marked—en analyse af de 14-19 driges indvirkning pd 


K dbe-og forbrugsvanerne. (The Danish teen-age market.) With an English summary. Skrifter 
fra Inst. for Salgsorg. og Reklame no. 21. (Copenhagen: Einar Harcks. 1956. Pp. 86. DKr. 10.) 
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Antuony, R. N. Management accounting—text and cases. (Homewood: Irwin. 1956. Pp. xv, 
511. $6.50.) 

Bet, H. F. Retail merchandise accounting. 2nd ed. (New York: Ronald Press. 1956. Pp. ix, 
473. $12.) 

Hewirtr, C. M. Automobile franchise agreements. Stud. no. 39. (Homewood: Irwin, for Indiana 
Univ. School of Bus., Bur. Bus. Research. 1956. Pp. xiii, 287. $6.) 

HuGu-Jones, E. M., ed. The push-button world—automation today. (Norman: Univ. of Okla- 
homa Press. 1956. Pp. ix, 158. $3.75.) 

Kjaer-HAnsen, M. Selling costs and advertising expenditure in Scandinavia—an analysis and 
evaluation of the costs of commercial advertising in Denmark, Finland, Norway and Sweden. 
Pub. no. 1. (Copenhagen: Fed. of Nordic Marketing Assoc. 1956. Pp. 40.) 

SELEKMAN, S. K. AND SELEKMAN, B. M. Power and morality in a business society. (New York: 
McGraw-Hill. 1956. Pp. ix, 192. $4.) 

Tuore, H. C. anp Grpsons, C. C., ed. Business action in a changing world. (Chicago: Public 
Admin. Service. 1956. Pp. ix, 319. $5.) 

“The readings in this book focus on some of the major trends and issues facing the manager 
of tomorrow and on the techniques which are likely to be most useful in managing a business 
during a period of rapid change. Special emphasis is placed on measures necessary to assure 
healthy growth and on measures necessary to prepare for periods of emergency, such as infla- 
tion or recession. There are selections on management planning and action which enable a 
company to influence to some extent the conditions under which it operates. Other selections 
deal with management’s role in adapting to economic changes over which it has little control.” 
(From the editors’ introductory statement.) 

Urwick, L. F. The pattern of management. (Minneapolis: Univ. of Minnesota Press. 1956. 
Pp. vii, 100. $2.50.) 

Cost reduction. (London: Inst. Cost and Works Accountants, 1956. Pp. 49. 6s.) 


Industrial Organization; Government and Business; Industry Studies 


Bain, J. S. Barriers to new com pelition—their character and consequences in manufacturing in- 
dustries, (Cambridge: Harvard Univ. Press. 1956. Pp. xi, 329. $5.50.) 

Borrcner, B. Industrielle Strukturwandlungen im sowjetisch besetsten Gebiet Deutschlands. 
Osteuropa-Inst. an der Freien Univ. Berlin, Wirtschaftswissen. veriffent. bd. 4. (Berlin: 
Duncker & Humblot. 1956. Pp. x, 134. DM 16,-.) 

Bricker, J. W. The network monopoly. Rept. prep. for use of Senate Committee on Interstate 
and Foreign Commerce, 84th Cong., 2nd sess. (Washington: Supt. Docs. 1956. Pp. 27.) 

Crark, M. G. The economics of Soviet steel. Russian Research Center stud. 25. (Cambridge: 
Harvard Univ. Press. 1956. Pp. xiv, 400. $7.50.) 

Cocuran, C. L. AND Ross, R. The case for competition in electric power. Pamph. no. 241. (New 
York: Public Affairs Pamphlets. 1956. Pp. 28. 25¢.) 

GrERaLp, J. E. The British press under government economic controls. (Minneapolis: Univ. of 
Minnesota Press. 1956. Pp. xiv, 235. $4.50.) 

Gorter, W. United States shipping policy. (New York: Harper, for Council on For. Relations. 
1956. Pp. xx, 230. $5.) 

Hatt, H. D. anp WaiGiey, C. C. Studies of overseas supply. Civil hist. of second world war 
ser. (London: H.M. Stat. Off. and Longmans, Green. New York: British Information 
Services, Distrib. 1956. Pp. xi, 537. 37s 6d; $6.98.) 

Hanson, A. H., ed. Public enter prise—a study of its organisation and management in various 
countries. Based on documents prep. for a UN Seminar held in Rangoon, March 1954. 
(Brussels: Internat. Inst. of Admin. Sci. 1955. Pp. 530.) 

Harms, J. Our floundering fair trade—an inquiry and case study. (New York: Exposition Press 
1956. Pp. 141. $3.) 

Hotpcamper, F. R., comp. Records of the United States Shipping Board. Prelim. inventories 
no. 97. (Washington: Nat. Archives. 1956. Pp. vii, 165.) 
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Knorr, K. k. Nuclear energy in western Europe and United States policy. Memo. no. 9. (Prince- 
ton: Center of Internat. Stud., Princeton Univ. 1956. Pp. 35.) 

Martin, RK. C., ed. TVA—the first twenty years—a staff report. (University: Univ. of Alabama 
Press. Knoxville: Univ. of Tennessee Press. 1956. Pp. xiii, 282. $4.50.) 

Puitiies, W. G. The agricultural implement industry in Canada—a study of competition. 
Canadian stud. in econ. no. 7, (Toronto: Univ. of Toronto Press. 1956. Pp. xi, 208. $4.50.) 

Kemonn, A. Etudes sur la circulation marchande en France aux 18° et 19° siécles. 1, Lex prix des 
transports marchands de la Révolution au 1° Empire. (Paris: M. Riviére. 1956. Pp. 112. 
400 fr.) 

Rout, E. The combined Foud Board—a study in wartime international planning. (Stanford: 
Stanford Univ. Press. 1956. Pp. xiii, 385. $7.50.) 

Rhooy, M. Het Daghladbedrijf in Nederland—een Economisch-Sociaal Beeld. (Leiden: Stenfert 
K roese. 1956. Pp. ix, 601. f 30.) 

Savers, R. S. Financial policy 1939-45. Civil hist. of second world war ser. (London: H. M 
Stat. Off. and Longmans, Green. New York: British Information Services, distrib. 1956 
Pp. 008. $6.75.) 

Suara, S. L. Some trends of capitalist concentration in India. (Aligarh: P. C. Dwadash Shreni. 
{1956.] Pp. iii, 223. 7s 6d.) 

Tayior, G. R. anv Nev, I. D. The American railroad network 1861-1890, (Cambridge: 
Harvard Univ. Press. 1956. Pp. viii, 113. $3.75.) 

This little volume deals intensively and in helpfully documented fashion with the physical 
integration of the American railroad net—with “the conversion of the fragmented and non- 
unified railroads of 1860 into the relatively integrated network of three decades later.”” The 
first five chapters, which are primarily the work of Professor Taylor, are devoted to a stock- 
taking, from the standpoint of integration, of United States and Canadian railroads as of 
April 1, 1861. The research findings are incorporated into an excellent large-scale map, in 
three parts (Canada, New England, and the Middle Atlantic States; Canada and the Mid- 
western States; and the Southern States), which is designed to replace “the railroad maps avail- 
able for the pre-Civil War years,” which are deemed to present “a seriously misleading picture 
of the degree of physical integration of American railroads.” Because of the dominance of 
local interests, variations in gauge and lack of connections between lines characterized the 
situation prior to the Civil War, so that the basic conditions essential to the development of 
through routes were for the most part wanting. The remaining four chapters, which are pri 
marily the work of Professor Neu, trace the development of integration—the process whereby 
“the uncoordinated railroad patchwork” of the earlier years was converted by 1890 into 
a “well-integrated network.” While the pressures of market expansion and related factors 
emphasized the need of physical integration of the rapidly growing mileage, the adoption of a 
uniform gauge was the indispensable instrument for meeting this need. ‘The basic importance 
of this development can hardly be over-estimated, for the adoption of a uniform gauge hastened 
the closing of gaps between railroad lines at important junction cities, encouraged interline 
agreements on such matters as through bills of lading and passenger tickets, the division of 
through rates, and the exchange of rolling stock , and soon made necessary the adoption of 
standardized braking and coupling equipment.” The prosecution of this fruitful inquiry was 
supported partly by the Joseph B. Eastman Foundation at Amherst and partly by the Com 
mittee on Research in Economic History. 

LLS. 

The aircraft industry. Hearings before Subcommittee No. 4 of the House Select Commitlee on 
Small Business, 84th Cong., 2nd sess., May 21-22, 1956, Los Angeles, and June 27-29, 1956, 
Washington, D.C. (Washington: Supt. Docs. 1956, Pp. 306.) 


Atoms in business. Rept. no. 10. Prospects for atomic energy in the South. Rept. no. 9. Uranium 
and the atomic industry. Kept. no. 11. (New York: Atomic Industrial Forum. 1956. Pp. 152; 
174; 183.) 


Automobile marketing practices. Hearings before a subcommitice of the Senate Committee on 
Interstate and Foreign Commerce, 84th Cong., 2nd sess. (Washington: Supt. Docs. 1956. ¥. 1.) 


| 
| 


TITLES OF NEW BOOKS 239 


Baking in America. Vol. 1, Economic development, by W. C. Panschar, Vol. 11, Market organi- 
sation and competition, by C. B. Slater. (Evanston: Northwestern Univ. Press. 1956. Pp. 
xvi, 251; xviii, 458.) 

Civil Aeronautics Act amendments. Hearing before a subcommitice of the House Committee on 
Interstate and Foreign Commerce, 84th Cong., 2nd sess., July 12, 1956. (Washington: Supt. 
Docs. 1956. Pp. 56.) 

Construction, operation, and testing of merchant ships. (Nuclear-powered merchant ship, Liberty 
ship conversion, and improvement of port facilities and cargo handling.) Hearing before the 
Senate Commitice on Interstate and Foreign Commerce, 84th Cong., 2nd sess., June 6, 1956. 
(Washington: Supt. Docs. 1956. Pp. 47.) 

Definition of “small business’’ within meaning of Small Business Act of 1953, as amended. Hear- 
ing before Subcommittee No. 2 of the House Select Committee on Small Business, 84th Cong., 
2nd sess., July 5, 1956. (Washington: Supt. Docs. 1956. Pp. 52). 

———. Report of Subcommittee No. 2 on government procurement, disposal and loan activities to 
the House Select Committee on Small Business, 84th Cong., 2nd sess. (Washington: Supt. 
Docs. 1956. Pp. 20.) 

Essai sur l’ évolution du cot des grands barrages francais. (Paris: Centre d’Etud. et de Mésures 
de Prod. 1956.) 

Federal Power Act, upstream benefits. Hearings before a subcommittee of the House Committee on 
Un-American Activities, 84th Cong., 2nd sess., June 27 and July 5, 1956. (Washington: 
Supt. Docs. 1956. Pp. 53.) 

The Great Lakes Basin. Hearings before a subcommittee of the Senate Committee on Foreign 
Relations, 84th Cong., 2nd sess., August 27-30, 1956. (Washington: Supt. Docs. 1956. Pp. 
172.) 

National highway program—Federal Aid Highway Act of 1956. Hearings before the Subcommit- 
tee on Roads of the House Committee on Public Works, 84th Cong., 2nd sess., Feb. 7-Mar. 5, 
1956. (Washington: Supt. Docs. 1956. Pp. 416.) 

Production and employment in the metal trades—the problem of regularisation. Stud. and rept. 
n.s. no. 44. (Geneva: Internat. Lab. Off. 1956. Pp. vi, 121. $1.25.) 

A review of direct and indirect types of subsidies with special reference lo cargo preference aid. 
(Washington: Dept. Commerce. 1956. Pp. 65.) 

Selected references relating to Clayton Act, section 7 and the current merger problem. Spec. ref. 
list no. 3. (Washington: Library, Fed. Trade Comm. 1956. Pp. 9.) 

Statistics on federal antitrust activities. Staff report to the House Select Committee on Small 
Business, 84th Cong., Ist sess. (Washington: Supt. Docs. 1956. Pp. 6.) 

Twenty years of Robinson-Patman Act literature 1936-56. Spec. ref. list no. 4. (Washington: 
Fed. Trade Comm. 1956. Pp. 79.) 


Land Economics; Agricultural Economics; Economic Geography; Housing 


BaapE, F. Welterndhrungswirtschaft. (Hamburg: Rowohlt Taschenbuch. 1956, Pp. 174 
DM 1, 90.) 

Benepict, M. R. anp Stine, O. C. The agricultural commodity programs—two decades of ex peri 
ence. (New York: Twentieth Century Fund. 1956. Pp. xliii, 510. $5.) 

DANDEKAR, V. M. Use of food surpluses for economic development. Pub. no. 33. (Poona: Gokhale 
Inst. Politics and Econ. 1956. Pp. xiv, 153. Rs 5/-.; 7s 6d; $1.10.) 

Duerr, W. A., Fepkiw, J. AND GuTTENBERG, S. Financial maturily—a guide to profitable 
limber growing. USDA tech. bull. no. 1146. (Washington: Supt. Docs. 1956. Pp. 74.) 

Hences, T. R. anv Sitton, G. R. Farm management manual—a guide to reorganizing a farm 
(Palo Alto, Calif.: National Press. 1956. Pp. iv, 133. $3.) 

IsarD, W. Location and space-economy—a general theory relating to industrial location, market 
areas, land use, trade, and urban structure. (Cambridge: Massachusetts Inst. of Thecnology 
New York: Wiley. London: Chapman & Hall. 1956. Pp. xix, 350. $8.75.) 
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Kazaxov, G. The Soviet peat industry. (Trans. by G. Adashko.) Research Program on the 
USSR, research monogr. no. 1. (New York: Praeger. 1956. Pp. xvii, 245. $5.) 

LatiLt, M. L’évolution du revenu agricole—les agriculteurs devant les exigences de la croissance 
économique et des luttes sociales. Etud. et mém. no. 29. (Paris: A. Colin. 1956. Pp. 378.) 
Wa ter, F. La construction de logements en France en tant que probléme économique. With 
Notes complémentwires. Cahiers, hors sér. no. 4. (Paris: Inst. de Sci. Econ. Appliquée. 1955. 

Pp. 41.) 

Wesster, H. H. An economic analysis of mine-timber marketing in West Virginia. Station 
paper no. 84. (Upper Darby, Pa.: Northeastern Forest Experiment Sta. 1956. Pp. 24.) 
Witeranpt, H. Die regulierung des Milchmarktes in der Schweiz Werden, Wesen, Problematik 
einer Agrarvalorisation. Kieler stud. no. 40. (Kiel: Inst. f. Weltwirtschaft, Univ. Kiel. 1956. 

Pp. ix, 303. DM 25,-.) 


Coal, Hearings before the Special Subcommittee on Coal Research of the House Committee on 
Interior and Insular Affairs, 84th Cong., 2nd sess., June 4, 6 and 19, 1956. (Washington: 
Supt. Docs. 1956. Pp. 164.) 

Conservation and development of water resources. Joint hearings before the Senate Committee on 
Interior and Insular Affairs and the Committee on Public Works, 84th Cong., 2nd sess., 
July 6-9, 1956. (Washington: Supt. Docs. 1956. Pp. 106.) 

Housing investigation. Keport of the House Committee on Banking and Currency, 84th Cong., 
2nd sess. (Washington: Supt. Docs. 1956. Pp. 111.) 

Israel agriculture—1953/54. Rept. prep. by the Joint Planning Center for Agric. and Coloniza- 
tion and the Econ. Advisory Staff. (Hakryah: Govt. Printer. 1955. Pp. viii, 254. LL 2.500.) 

People, housing and rent control in Rochester. (New York: Temporary State Housing Rent 
Comm. 1956. Pp. 86.) 

Prospects of foreign disposal of domestic agricultural surpluses. Staff stud. (Washington: Inter- 
agency Com. on Agric. Surplus Disposal. 1955. Pp. 112.) 

Purchase resale transactions of the Commodity Credit Cor poration. Hearings before a subcommittee 
of the House Committee on Government Operations, 84th Cong., Ist sess., June 1, July 18-23, 
1955. (Washington: Supt. Docs. 1956. Pp. 537.) 


Labor Economics 


Asruzzi, A. Work, workers and work measurement. (New York: Columbia Univ. Press. 1956. 
Pp. xvi, 318. $7.50.) 

BarsBasu, J. The practice of unionism. (New York: Harper. 1956. Pp. xii, 465. $5.) 

BLUMENTHAL, W. M. Codetermination in the German steel industry—a report of experience. Re- 
search rept. no. 94. (Princeton: Indus. Relations Sec., Princeton Univ. 1956. Pp. 114. $3.50; 
paper, $3.) 

Cuasert, A. Les salaires dans l'industrie francaise. (La métallurgie.) Etud. et mém. no. 26. 
(Paris: A. Colin. 1956. Pp. 244. 1.000 fr.) 


Crozier, M. Petits fonctionnaires au travail. (Paris: C.N.R.S. 1956. Pp. 130. 640 fr.) 


Foenanver, O. DeR. Developments in the law governing workers compensation in Victoria. 
(Melbourne: Law Book Co. of Australasia Ltd. 1956. Pp. xvi, 146. 35s.) 


M. anv IsamBert-JAMAtt, V. Travail féminin et travail domicile. (Paris: C.N.R.S- 
1956. Pp. 226. 1.000 fr.) 


Hormann, W. Die arbeitsverfassung der Sowjetunion. Volkswirtschaft. Schriften, vol. XXII. 
(Berlin: Duncker & Humblot. 1956. Pp. xvii, 542. DM 43,60.) 
Jaques, E. Measurement of responsibility—a study of work, payment and individual capacity. 
(Cambridge: Harvard Univ. Press. 1956. Pp. xiii, 143. $3.) 
This study, prepared by a British consulting social-analyst on the basis of his experience 
since late in 1952 with the Glacier Metal Company, a London engineering factory, concerns 
itself with the problem of “how to determine the appropriate payment and status for individ 
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uals for the work they do.”’ It propounds the theory that the level of responsibility attaching 
to the holder of any job is centered in the discretion which the individual must exercise therein; 
that this level of responsibility can be measured with reasonable precision and objectivity; 
that the maximum span of time during which individuals are required to rely upon their 
own discretion without having their judgments subjected to review provides such measurement; 
that the time-span of discretion constitutes the controlling basis of wage and salary demands, 
irrespective of the type of work involved; that the recurrence of payment disputes springs 
from departures from this underlying but unrecognized element in the wage and salary struc- 
ture; and that the instant analysis “might be considered to suggest a possible route towards 
a systematic pattern of financial reward in relation to the level of work done.” While the study 
reflects a helpful blending of theoretical insight and practical detail, it is submitted by the 
author as “an interim report,” supplementing the earlier and more general report, prepared 
by the same author and dealing with the same company, which was published as The Changing 
Culture of a Factory (London: Tavistock Publications, 1951). 


LL.S. 


Kuun, A. Labor—institutions and economics. (New York: Rinehart. 1956. Pp. xx, 616. $6.50.) 


Lipset, S. M., Trow, M. A. anp CoLeman, J. S. Union democracy—the internal politics of the 
International Typographical Union. (Glencoe, Ill.: Free Press. 1956. Pp. xxviii, 455. 
$7.50.) 

This impressive book, with its thoroughgoing theoretical analysis and its large mass of 
empirical data, encompasses both less and more than its principle title, as set forth above, 
might suggest. Its subtitle, The Internal Politics of the International Typographical Union, 
specifies expressly that it is a case study of a single trade union; but at the same time its 
avowed purpose is to explore the factors which impair or support democratic processes not 
only in all labor unions but in private organizations of all types. The problem of the distribu- 
tion of power as between such organizations and their members-——-with the wide acceptance 
of the so-called “iron law of oligarchy,” as developed by the German sociologist Robert 
Michels, in his Political Parties, originally published in 1911—is common to all voluntary 
associations. “In few areas of political life,” it is asserted, “is the discrepancy between the 
formal juridical guarantees of democratic procedure and the actual practice of oligarchic rule 
so marked as in private or voluntary organizations such as trade unions, professional and 
business associations, veterans’ groups, and cooperatives. In fact, . . . almost all such organi- 
zations are characterized internally by the rule of a one-party oligarchy.” Accordingly, “an 
understanding of the democracy of the ITU is only the proximate aim of the study. .. . : A 
larger objective . . . is to illuminate the processes that help maintain democracy in the great 
society by studying the processes of democracy in the small society of the ITU.” This organi- 
zation stands out as departing sharply from the prevailing oligarchic pattern. It is the only 
American trade union which maintains a two-party system, with regular organized opposition 
and complete slates of candidates in the election of officers of the international union and of 
most of the larger locals. These practices have prevailed since the beginning of the century; 
and because the parties have been of approximately equal strength since 1920, there have 
been frequent turnovers in both the international officers and in those of the important New 
York local during the past thirty-five years. In seeking to explain how and why the ITU has 
managed to maintain its system of democratic self-government so successfully, the authors 
examine the political life of the organization from many standpoints. The study thus embraces: 
“the history of the unique two-party system; the behavior of the union members, in and out of 
the shop; the way in which leaders are recruited; the reasons why their power over the union 
does not become absolute; the way members become interested in union politics, and the rea- 
sons why they are sufficiently concerned about the government of their union to keep it 
democratic.” The incisive performance of these tasks justifies the pronouncement of Clark 
Kerr, in his Foreword, that this study “is certainly the classic work to date in the general 
area of the internal processes of a union and the definitive study, perhaps for all foreseeable 
time, of the particular union under scrutiny, the International Typographical Union.” The 
material is soundly organized and effectively presented, with the aid of 79 figures and 39 
tables. There are also two appendices—one, a methodological note, and the other, the inter- 
view schedule used in the field work —which are enlightening and useful. The study is of inter- 
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disciplinary character, and should prove meaningful to economists and politica! scientists, 
as well as to sociologists and social psychologists. 

LL.S. 
LOGAN, H. A. State intervention and assistance in collective bargaining—the Canadian ex perience 

1943-1954. Canadian stud. in econ. no. 6. (Toronto: Univ. of Toronto Press. 1956. Pp. v, 

176. $3.) 

This is the sixth volume in the Canadian Studies in Economics, sponsored by the Canadian 
Social Science Research Council and edited by V. W. Bladen. Its primary purpose is to describe 
the important governmental developments of the past ten or twelve years affecting labor rela- 
tions in Canada against the background of the earlier and more limited experiments in this 
sphere. While the treatment embraces both dominion and provincial enactments, only 
Ontario and Quebec, among the provinces, are accorded any extended consideration. The 
dominion policies are set forth in the Wartime Labor Relations Regulations incorporated in 
Privy Council Order 1003 of February 17, 1944 (reprinted as Appendix I), and in the Industrial 
Relations and Disputes Investigation Act of June 30, 1948 (reprinted as Appendix II). The 
analysis includes some attention to administrative applications of these enactments by the 
Labor Kelations Boards, through presentation of some case materia! both in the text and in 
a special appendix, but chiefly for illustrative purposes rather than with any intent or effort 
at adequacy. In the concluding chapter, dealing with the significant issues that have emerged 
in connection with the labor relations legislation, some consideration is accorded to important 
controversial matters; for the most part, however, the study confines itself to a straightforward 
and documented exposition of factual character. This little volume may well serve as a starting- 
point for more intensive research in various directions. 

LL.S. 
NAvILLe, P. Lssai sur la qualification du travail. (Paris: M. Rivitre. 1956. Pp. 168.) 
Ona, S., chief contrib. Labor problems in Communist China (lo February 1953). Research 
memo no. 42, under contract with Human Resources Research Inst., Maxwell AFB, Ala- 


bama. (Lackland AFB, Texas: Air Force Personnel and Training Research Center, 1955. 
Pp. xv, 83.) 


Owen, J. P. What's wrong with workmen's compensation. Stud. in bus. and econ. no. 4. (Hous- 
ton; Bur. Bus. and Econ, Research, Univ. of Houston. 1956. Pp. 98. $1.) 


Romeur, J. Les salaires et les revenus du travail en France (1956). (Paris: L’Observation Econ. 
1956. Pp. 64. 450 fr.) 


Wicnam, E. L. Trade unions. (New York: Oxford Univ. Press. 1956. Pp. 277. $1.20.) 


Witensky, H. L. [ntellectuals in labor unions—organisational pressures on professional roles. 
(Glencoe, Ll: Free Press. 1956. Pp. xiii, 336. $6.) 

Amending the Fair Labor Standards Act of 1938. Hearings before the Subcommittee on Labor of 
the Senate Committee on Labor and Public Welfare, 84th Cong., 2nd sess. (Washington: Supt. 
Docs. 1956. Pp. 758.) 


The American workers’ fact book 1956. Dept. Labor pub. (Washington: Supt. Docs. 1956. Pp. 
xv, 433. $1.50.) 


Automatic technology and its implications. Selected annotated bibliography. BLS bull. 1198. 
(Washington: Supt. Docs. 1956. Pp. 78. 45¢.) 


Fair Labor Standards Act. Hearings before a subcommittee of the House Committee on Education 
and Labor, 84th Cong., 2nd sess., July 19-20, 1956. (Washington: Supt. Docs. 1956. Pp. 116.) 


The grievance process proceedings of a conference March 23-24, 1956, (East Lansing: Labor 
and Indus. Relations Center, Michigan State Univ. 1956. Pp. 102.) 


Incentive wage systems—~a selected annotated bibliography. (Princeton: Indus. Relations Sec., 
Princeton Univ. 1956. Pp. 20. 50¢.) 


Wan-hours per unit of output in the basic steel industry, 1939-55. BLS bull. 1200. (Washington: 
Supt. Docs. 1956.) 


Older workers under collective bargaining. Pt. 1, by H. P. Cohany and others, Hiring, retention, 
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job termination. Pt. II, by E. K. Rowe and D. M. Irwin, Health and insurance plans, pension 
plans. BLS bulls. 1199-1 and ~2. (Washington: Supt. Docs. 1956. Pp. 30; 27.) 


Population; Welfare Programs; Standards of Living 


Bennett, S. V. Unemployment and relief from the local government point of view. Upjohn Inst. 
for Community Research rept. (Chicago: Public Admin. Service. 1956. Pp. 273.) 

Bornet, V. D. California social welfare—legislation, financing, services, statistics. Research 
stud., Commonwealth Club of California. (Englewood Cliffs: Prentice-Hall. 1956. Pp. 
xxiii, 524. $5.) 

Buquet, L. L’optimum de population. (Paris: Presses Univ. de France. 1956, Pp. 312. 1.000 fr.) 

CHOMBART DE LauwE, P. La vie quotidienne des familles ouvrieres—recherches sur les comporte 
ments sociaux de consommation. (Paris: C.N.R.S. 1956. Pp. 336. 1.000 fr.) 

SPENGLER, J. J. and Duncan, O. D., ed. Population theory and policy—selected readings 
(Glencoe, Ill.: Free Press. 1956. Pp. x, 522. $7.50.) 

Szczepanik, E. F. The cost of living in Hong Kong. (Hong Kong: Hong Kong Univ. Press. 
1956. Pp. 28. $1.20.) 

Census atlas maps of Latin America—Greater Antilles. Prep. in coop. with Internat. Coop. 
Admin. (Washington: Bur. Census, Dept. Commerce. 1956. 7 maps. $1.) 

Characteristics of state public assistance plans under the Social Security Act. Soc. Sec. Admin. 
Public Assist. rept. no. 27. (Washington: Supt. Docs. 1956. Pp. 112.) 

Costo y condiciones de vida en San Salvador 1954. (San Salvador: Ministerio de Econ., El 
Salvador. 1956. Pp. 78.) 

International organizations in the social sciences—a summary description of the structure and 
activities of non-governmental organizations in consultative relationship with Unesco and 
specialized in the social sciences. Repts. and papers in soc. sci, no. 5. (New York: Columbia 

Univ. Press. 1956. Pp. 99. 50¢.) 


Related Disciplines 


Brown, R. E. Charles Beard and the Constitution—a critical analysis of “An economic inter 
pretation of the Constitution.” (Princeton: Princeton Univ. Press. 1956. Pp. 219.) 
CAaTTELL, J., ed. American men of science—a biographical directory. Vol. III, The social and 
behavioral sciences. 9th ed. (New York: R. R. Bowker. 1956. Pp. xiii, 762. $20.) 
This volume, in the large part, contains new names and new fields not previously covered 
jn American men of science. 
Duncan, O. D., anp Reiss, A. J., JR. Social characteristics of urban and rural communities 
1950. (New York: John Wiley, for Soc. Sci. Research Council and Bur. of Census. London 
Chapman & Hall. 1956. Pp. xviii, 421. $6.50.) 


Fisuer, I. N. My father Irving Fisher. (New York: Comet Press. 1956. Pp. xv, 352. $4.50.) 


HA, R. K., anp Lauwerys, J. A., ed. Education and economics—the year book of education 
1956. Prep. under the auspices of the Univ. of London Inst. of Educ., and Teachers College, 
Columbia Univ. (Yonkers: World Book. 1956. Pp. xii, 595.) 

A collection of essays dealing with the economic aspects of education and the economi 
consequences of education. The following are some of the broad subjects considered: the 
demand for education, the acquisition and distribution of resources employed in education 
(acquiring resources—some historical and case studies; the tax system; competing claims on 
economic resources and the reform of education), problems of management (equality of 
opportunity in education; fiscal management; private agencies and supplementary services; 
teacher salaries), and socio-economic consequences and determinants. 

Kuun, H. W. anp Tucker, A. W., ed. Linear inequalities and related systems. Annals of 
Math. stud. no, 38. (Princeton: Princeton Univ. Press. 1956. Pp. xxi, 322. $5.) 


Ossporne, A. K., comp. Am encyclopaedia of the iron and steel industry. (New York: Philo 
sophical Lib. 1956. Pp. xi, 558. $25.) 
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Reprorp, E. S., ed. Public administration and policy formation—studies in oil, gas, banking, 
river development, and cor porate investigations. (Austin: Univ. of Texas Press. 1956. Pp. 319.) 

Tovp, J. M., ed. The springs of morality—a Catholic symposium. (With a chapter on economics 
by Colin Clark). (New York: Macmillan. 1956. Pp. vii, 327. $6.) 

Wertuem, W. F. Indonesian society in transition—a study of social change. (The Hague: 
W. van Hoeve Ltd. New York: Inst. Pacific Relations, distrib. 1956. Pp. xiv, 360. $5.) 


YawnaGa, C. Japanese people and politics. (New York: John Wiley. London: Chapman & Hall. 
1956. Pp. ix, 408. $7.50.) 


Yearbook of the United Nations—1955. UN pub. 1956.1.20. (New York: Columbia Univ. 
Press. 1956. Pp. x, 556. $10.50.) 


4 
a 


PERIODICALS 


General Economics; Methodology 


Akerman, J. Kunna ekonomiska teorier kompletteras? Nationalgk. Tids., 1956, XCIV (4). Pp. 9. 

Baciorti, T. J compiti dell’economista in un’allocusione del Santo Padre. (With English sum- 
Mary.) Riv. Internaz. di Sci. Econ. e Com., Sept. 1956. Pp. 13. 

ELisBerG, D. Theory of the reluctant duelist. Am. Econ. Rev., Dec. 1956. Pp. 15. 

Harris, S. E., Sticuter, S. H., SamueLson, P. A. AND OTHERS. The economics of Eisenhower: 
@ symposium. Rev. Econ, Stat., Nov. 1956. Pp. 29. 

Prévost, R. Normes économiques et délerminations statistiques. Rev. Econ., Sept. 1956. Pp. 13. 

SurAnvi-UNGER, T. Metamorphoses of the Soviet textbook on economics. (A review article.) 
Am. Econ. Rev., Dec. 1956. Pp. 10. 


Price and Allocation Theory; Income and Employment Theory; 
Related Empirical Studies; History of Economic Thought 


ALEXANDER, K. J. W. AND Spraos, J. Shift working: an application of the theory of the firm. 
Quart. Jour. Econ., Nov. 1956. Pp. 10. 

Aymericu, A. B. Pleno empleo y nivel de vida. (With English summary.) Cuadernos Inform. 
Econ. Soc., Dec. 1955—June 1956. Pp. 11. 

Bartey, M. J. A generalized comparative statics in linear programming. Rev. Econ. Stud., 
1955-56, XXIII (3). Pp. 5. 

BaARNEA, J. National income, capital formation and natural resources. Kyklos, 1956, IX (3). 
Pp. 12. 

BECKMANN, M. J. Comparative statics in linear programming and the Giffen paradox. Rev. 
Econ. Stud., 1955-56, XXIII (3). Pp. 4. 

-- . Fixed technological coefficients and the short run cost curve. Kyklos, 1956, LX (3). Pp. 3. 


-——-. Wechselwirkungen im Wachstum von Bevilkerung und dauerhaften Konsumgiiern. 
Jahrb. f. Nationalék. und Stat., Aug. 1956. Pp. 4. 


Biyti, C. A. The theory of capital and its time-measures. With a Note by J. D. Sargan. Econo- 
metrica, Oct. 1956. Pp. 15. 

Brockiz, M.D. anp Grey, A. L. The marginal efficiency of capital and investment programming. 
Econ. Jour., Dec. 1956. Pp. 14. 

BRONFENBRENNER, M. A contribution to the aggregative theory of wages. Jour. Pol. Econ., Dec. 
1956. Pp. 11. 

CampBeLL, A. D. Reflections on inflation. Scot. Jour. Pol. Econ., Oct. 1956. Pp. 13. 


CHAMBERLIN, E. H. A second supplementary bibliography on monopolistic competition. Quart. 
Jour. Econ., Nov. 1956. Pp. 31. 

CHERUBINO, S. Sui fondamenti matematici della teoria dell’equilibrio generale economico. Lin 
dustria, 1956, (3). Pp. 35. 

Ciusead, M. La réhabilitation d'une vielle théorie: Vimpét-échange. Rev. Sci. Fin., Oct.-Dec. 
1956. Pp. 11. 

DE CARBONELL, E. H. Ueber das Verhaelinis zwischen Angebot und Nachfrage. Cuadernos 
Inform. Econ. Soc., Dec. 1955-June 1956. Pp. 32. 

Demaria, G. Le leggi dello sviluppo pro capite nelle economie contemporanee. Giorn. d. Econ., 
Mar.-Apr., May-June 1956. Pp. 51432 figs., 31. 

Di Naroi, G. Leggi e modelli di sviluppo economico. Giorn. d. Econ., May-June 1956. Pp. 9. 

Doss, M. Second thoughts on capital intensity of investment. Rev. Econ. Stud., 1956-57, XXIV 
(1). Pp. 10. 


Dow, J. C. R. Analysis of the generation of price inflation. A study of cost and price changes im 
the United Kingdom 1946-54. Oxford Econ. Papers, Oct. 1956. Pp. 50. 
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ANNO, M. Considerazioni sullo sviluppo dei sistemi economici. Giorn. d. Econ., May-June 

1956. Pp. 19 
Lineamenti di una teoria dell’espansione delle economie progressive. (Part II.) Econ. 

Internaz., Aug. 1956. Pp. 21. 

FeLtNner, W. J. Quantitative sufficiency of innovations and proper distribution of their factor- 
saving effects. Econ. Appliquée, July—Sept. 1956. Pp. 31. 

Foc, B. A study of cost curves in industry. Weltwirtschaft. Archiv, LX XVII (1). Pp. 10. 

Gervrtman, J. A. L'objet de économie d’exploitation. Annales de Sci. Econ. Apliquées, Aug. 
1956. Pp. 24 

Gutone, L. Note sulle condizioni di equilibrio del mercato in regime di libera concorrenza ed in 
regime di prezzi vincolali. Mondo Aperto, June-Aug. 1956. Pp. 8 

Griorcettt, A. Il concetto di proprietd e di ricchezza nella teoria economica del Fisher. Kisparmio, 
Sept. 1956. Pp. 42. 

Grampr, W. D. Malthus on money wages and welfare. Am. Econ. Rev., Dec. 1956. Pp. 13. 

Henperson, R. F, Industrial investment in fixed capital: a reconsideration. Scot. Jour. Pol. 
Econ., Oct. 1956. Pp. 11. 

Horn, A. Der Zins in der stationiren Wirtschaft. Beitrag cu einer Allgemeinen Theorie des 
Zinses. Jahrb. f. Nationalék. und Stat., Aug. 1956. Pp. 45 

Jua, D. The theory of taxation and saving. Indian Econ. Jour., July 1956. Pp. 11 

Jounson, H. G. A further note on dynamic economics. Rev. Econ. Stud., 1955-56, XXIII (3). 
Pp. 2 

M. Das “tableau économique” unserer Zeit. Schmollers Jahrb., 1956, LX XVI (5). 
Pp. 18 

Lipsey, R.G. AND LANCASTER, R. K. The general theory of second best. Rev. F.con. Stud., 1956- 
57, XXIV (1). Pp. 22 

Marnoouy, Y. Notes on the indetermination of the concept of productivity in a dynamic economy. 
Econ. Appliquée, July-Sept. 1956. Pp. 16 

Marra, V. Ciclo é sviluppo. Giorn. d. Fcon., May-June 1956. Pp. 7. 

Marttita, J. M. anp Tuompson, W. R. Residential-service construction: a study of induced 
investment. Key. Econ. Stat., Nov. 1956. Pp. 9 

McK intey, E. L’eredita ricardiana. Riconsiderasione. (With English summary.) Riv. Internaz. 
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world. Internat. Mon. Fund Staff Papers, Aug. 1956. Pp. 5. 
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f. Nationalékon., 1956, XVI (1-2). Pp. 15. 

Seton, F. Productivity, trade balance and international structure. Econ. Jour., Dec. 1956. Pp. 18 

Summ, M. G., Scumitruorr, C. M. AND OTHERS. The preventive law of conflicts. (A symposium 
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ments, the law of patents and trade-marks, insurance.) Law and Contemp. Problems, 
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Storer, W. F. Teoria della localizzazione e teoria del commercio internazionale. Econ. Internaz., 
Aug. 1956. Pp. 32. 
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1956. Pp. 14. 
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WemeELsreLver, J. Een nieuw hoofdstuk in de theorie en practijk van de internationale handel: 
concurrentie-vervalsing en distorsies. De Economist, July-Aug. 1956. Pp. 40. 

_ A rehabilitation of export subsidies. Am. Econ. Rev., Dec. 1956. Pp. 14 


World trade and payments in 1955-56. Fed. Res. Bull., Oct. 1956. Pp. 8. 
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Business Finance; Investment and Security Markets; Insurance 


Beumuer, A. Valeurs de réduction et de rachat en assurance sur la vie. Annales de Sci. Econ. 
Appliquées, Aug. 1956. Pp. 62. 


Dar Line, P. G. Surrogative measurements of expectations: an example in estimating the liquidi'y 
influence on investment. Kev. Econ. Stat., Nov. 1956. Pp. 14. 


Davis, H. S. Relation of capital-output ratio lo firm size in American manufacturing: some 
additional evidence. Kev. Econ. Stat., Aug. 1956. Pp. 8. 

Fuyimoro, K. The essential features of voluntary salvage. Annals Hitotsubashi Acad., Oct. 
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Hirs, A. L’ammissione dei titoli stranieri sul mercato ufficiale delle borse valori svizszere. (With 
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Hoop, W. C. anp Matin, O. W. The role of the Canadian life insurance companies in the post 
war capital market. Can. Jour. Econ. Pol. Sci., Nov. 1956. Pp. 14. 


Jones, KR. W. Factor proportions and the Heckscher-Ohlin Theorem. Kev. Econ. Stud., 1956-57, 
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ALLyN, R. G. Cost accounting for a small manufacturing concern. Accounting Research, Oct. 
1956. Pp. 11. 


Asenjo, J. L. Bajas y alsas porcentuales bursdtiles. Atios 1954 y 1955. De Economia, Jan.- 
Apr. 1956. Pp. 34. 


BALDERSTON, F. E. Assortment choice in wholesale and retail marketing. Jour. Marketing, Oct. 
1956. Pp. 9. 


Bexaert, L. Pour assurer l'avenir de nos entreprises il faut préparer leurs futurs dirigeants. 
Vie Econ. et Soc., May 1956. Pp. 13. 

Benson, P. H. The marginal preference model: scope for application. Jour. Marketing, Oct 
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Brack, P. Two “why's?” in the market place. Jour. Marketing, Oct. 1956. Pp. 8. 

Bray, Fk. S. Capital changes. Accounting Kesearch, Oct. 1956. Pp. 13. 

Brown, A. A., Hurswirt, F. T. anp Kerrecre, J. D. Studio di vendita operativa. (With English 
summary.) Riv. Internaz. di Sci. Econ. e Com., July-Aug. 1956. Pp. 12. 

BRUGGMANN, M. Moglichkeiten und Bedeutung der Gemeinschaftsforschung fiir kleinere und 
mittlere Unternehmungen. Wirtschaft und Recht, 1956, VIII (3). Pp. 14. 

CAMPBELL, R. W. Accounting for depreciation in the Soviel economy. Quart. Jour. Econ., Nov 
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Carpon be Licutaver, D. Notes sur la participation des travailleurs d la gestion de l’entreprise. 
Annales de Sci. Econ. Appliquées, Oct. 1956. Pp. 23 

Cerrr, A. R. Inflation, inventory valuation methods and business cycles. Accounting Research, 
Oct. 1956. Pp. 12 

Cyert, R. M., Simon, H. A., aND Trow, D. B. Observation of a business decision. Jour. Bus. 
Univ. Chicago, Oct. 1956. Pp. 12 

Fournts, Y. Réle et organisation des services de vente d’une société industrielle. Annales de 
Sci. Econ. Appliquées, Aug. 1956. Pp. 17 

Freeman, E. S. Eliminating the effect of changing price levels. N.A.C.A. Bull., Oct. 1956. Pp., 
13 

FULLEMANN, K. Die Betriebsberatung im Dienste der Gewerbefirderung. Wirtschaft und Recht, 
1956, VIII (3). Pp. 16. 

Hevvporn, L. S. Can the S.1.C. yield accurate marketing data? Jour. Marketing, Oct. 1956. 
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Hoxton, R. H. On the measurement of excess capacity in retailing. Rev. Econ. Stud,, 1956-57, 
XXIV (1). Pp. 6. 

Keer, A. F. Gewerbe und horisontale Gemeinschaftswerbung. Wirtschaft und Recht, 1956, 
VIII (3). Pp. 14. 

Martin, N. H. Differential decisions in the management of an industrial plant. Jour. Bus. 
Univ. Chicago, Oct. 1956. Pp. 12. 

Matrtessicu, R. The constellation of accountancy and economics. Accounting Rev., Oct. 1956. 
Pp. 14. 

McCrepie, H. Accounting in relation to law. Accounting Research, Oct. 1956. Pp. 13. 

Morris, J. R. Job rotation. Jour. Bus. Univ. Chicago, Oct. 1956. Pp. 6. 

Mossner, K. E. Die Mustermesse, ihre begrifflichen Grundlagen, allgemeinen Probleme und 
geschichtliche Entwicklung. Jahrb. {. Nationalék. und Stat., Aug. 1956. Pp. 27. 

Scurrmer, C. Probleme der Arbeitsteilung im Handwerk. Wirtschaft und Recht, 1956, VIL 
(3). Pp. 17. 

Viet, J. Der Betriebsvergleich im Gewerbe. Wirtschaft und Recht, 1956, VIII (3). Pp. 12. 

The effect of derating and rerating on industrial costs. (By a research group.) Accounting Re- 
search, Oct. 1956. Pp. 33. 


Industrial Organization; Government and Business; Industry Studies 

Back, J. M. Wirtschaftliche Freiheit oder sosiale Sicherheit. Zeitschr. f. Nationalékon., 1956, 
XVI (1-2). Pp. 27. 

Caras, B. La fusione dell’ acciaio nel processo di sviluppo dinamico. (With English summary.) 
Riv. Internaz. di Sci. Econ. e Com., July-Aug. 1956. Pp. 18. 

Campos NorpMANN, C. AND PALOMINO Roprficuez, P. Notas sobre la Marina Mercante y la 
constructién naval en Espafia. De Economia, May~Aug. 1956. Pp. 17. 

CarTER, J. P. Contrasts in commercial transport. Riv. Internaz. di Sci. Econ. e Com., July- 
Aug. 1956. Pp. 12. 

Casse.L, F. The pricing policies of the nationalized industries. Lloyds Bank Rev., Oct. 1956. 
Pp. 18. 

CiarK, J. W. Rail freight data: a tool for market and regional analysis. So. Econ. Jour., Oct. 
1956. Pp. 8. 

Conant, M. Railroad consolidations and the regulation of abandonments. Land Econ., Nov. 
1956. Pp. 8. 

Davipson, R. K. The problem of allocating capacity cost. Land Econ., Nov. 1956. Pp. 23. 


Emmett. B. P. The television audience in the United Kingdom. (With discussion.) Jour. Royal 
Stat. Soc., 1956, CXIX (3). Pp. 28. 

Erarn, L. Widerstinde und Hindernisse auf dem Wege sur sostialen Marktwirtschaft. Zeitschr. 
f. Nationalékon., 1956, XVI (1-2). Pp. 18. 

Foxpes, L. Iron and steel prices. Economica, Nov. 1956. Pp. 13. 

E. Af et forhenvaerende monopols saga—Den grénlandske Handel 1950-55. Na- 
tionalgk. Tids., 1956, XCIV (4). Pp. 19. 

GuTersoun, A. Die Verwirklichung des Wettbewerbs in der gewerblichen Wirtschaft. Zeitschr. f 
Nationalékon., 1956, XVI (1-2). Pp. 14. 

Hate, G. E. Joint ventures: collaborative subsidiaries and the anti-trust laws. Virginia Law Rev., 
Nov. 1956. Pp. 12. 


Hart, P. E, anp Prais, S. J. The analysis of business concentration: a statistical approach. 
With Discussion. Jour. Royal Stat. Soc., 1956, CIX (2). Pp. 42. 


Hompurcer, E. Rechtsgrundlagen der amerikanischen Gerichtsbarkeit tiber auslindische Gesell- 
schaften in A ntitrust-Prosessen. Wirtschaft und Kecht, 1956, VIII (4). Pp. 11. 


Howarp, M. C. Regulation and the price of natural gas. So. Econ. Jour., Oct. 1956. Pp. 9. 
Hunter, A. The control of monopoly. Lioyds Bank Rev., Oct. 1956. Pp. 16. 
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~. The Monopolies Commission and price fixing. Econ. Jour., Dec. 1956. Pp. 16. 
MARQUES DA SiLvA, F. A marinha mercante nacional nos anos de 1945 a 1954. Rev. de Econ. 
(Portugal), June 1956. Pp. 40. 
Nurrer, G. W. Monopoly, bigness, and progress. Jour. Pol. Econ., Dec. 1956. Pp. 8. 
Parkinson, J. R. Trends in the output and exports of merchant ships. Scot. Jour. Pol. Econ., 
Oct. 1956. Pp. 12. 
Paraisn, J. B. Iron and steel in the balance of world power. Jour. Pol. Econ., Oct. 1956. Pp. 20. 
Rowe, F. M. Price differentials and product differentiation: the issues under the Robinson- 
Patman Act. Yale Law Jour., Nov. 1956. Pp. 49. 
Senweitzer, A. Alomic stalemate and war economics. Soc. Research, Autumn 1956. Pp. 30. 
Serapuim, H.-J. Machtkonzentrationen in der Marktwirtschaft und die Verwirklichung des 
W ettbewerbes. Zeitschr. f. Nationalékon., 1956, XVI (1-2). Pp. 17. 
Staut, R. Energia para Europa. Moneda y Crédito, Sept. 1956. Pp. 12. 


Tucct, G. I limiti di convenienza economica di un ordinamento vincolistico dei prezzi dei prodotti 
petroliferi. Mondo Aperto, June-Aug. 1956. Pp. 9 

x How should we control monopoly? Three articles by E. A. G. Robinson, J. Downie and J. L. 

ia Montrose. Econ. Jour., Dec. 1956. Pp. 20. 

Index of electricity and gas output. Fed. Res. Bull., Oct. 1956. Pp. 15. 


ae Land Economics; Agricultural Economics; Economic Geography; Housing 


a Asreanp, H. Some features of Sweden's agricultural policy. Skandinav. Bank. Quart. Rev., 
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Catman, W. M. The international cotton situation. Quart. Rev. Agric. Econ., July 1956. Pp. 6. 

Crrracy-Wantrur, S. V. Concepts used as economic crileria for a system of water rights, Land 
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Demaria, G. Per il ridimensionamento dell’agricoltura italiana. (With English summay.) 
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Ecanp, L. M. Land reform in the United Nations, 1950-54. Am. Jour. Econ. Soc., Oct. 1956- 
Pp. 12. 
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Bank. Quart. Rev., Oct. 1956. Pp. 5. 

Keiser, N. J. A reconsideration of the cotton program. Rev. Soc. Econ., Sept. 1956. Pp. 19. 

Matreis, E. Problemi del petrolio. (With English summary.) Riv. Internaz. di Sci. Econ. e 
Com., July-Aug. 1956. Pp. 20. 

Meramip, A. Economic aspects of industrial dispersal. Soc. Research, Autumn 1956, Pp. 12. 

Mircne yt, C. Credit in an expanding economy: should we have hundred percent agricultural 
credit. Land Econ., Nov. 1956. Pp. 8. 

Murpock, J. C. Diminishing returns in the depletion of mines. Land Econ., Nov. 1956. Pp. 5. 


Rozentat, A. A. The enclosure movement in France. Am. Jour. Econ. Soc., Oct. 1956. Pp. 17. 

Taccont, S. Productos es paroles en el mundo: los agrios. De Economia, May-Aug. 1956. Pp. 25. 

Worre ct, A. C. Optimum intensity of forest land use on a regional basis. Forest Sci., Sept. 1956. 
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Forest land as an investment in New England. New England Bus. Rev., Oct. 1956. Pp. 5. 
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AARON, B. The mediation of jurisdictional disputes. Lab. Law Jour., Aug. 1956. Pp. 6. 

Avnicks, I. S. Federal laws affecting labor enacted during 1956. Mo. Lab. Rev., Oct. 1956. 
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Burck, G. Mentalitd americana e incremento della produtlivitd. Mondo Aperto, June-Aug. 
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GALENSON, W. The unionization of the American steel industry. Internat. Rev. Soc. Hist., 
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GaRFINKLE, S. Tables of working life for women, 1950: I1I—Changes in patterns of working 
life, 1940 and 1950. Mo. Lab. Rev., Oct. 1956., Pp. 7. 
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Lab. Rel. Rev., Oct. 1956. Pp. 22. 

Jarret, A. N. Earnings and wage differentials in 17 labor markets, 1955-56. Mo. Lab. Rev., 
Sept. 1956. Pp. 7. 

Kernsorce, P. L. Employers’ groups factor in Japanese labor relations. Oregon Bus. Rev., 
Oct. 1956. Pp. 4. 

Mountz, E. E. Women’s changing role in the United States employment market. Internat. Lab. 
Rev., Nov. 1956. Pp. 22. 

Myers, R. J. Experience of the UMWA welfare and retirement fund. Iadus. Lab. Rel. Rev., 
Oct. 1956. Pp. 8. 

Nosow, S. Labor distribution and the normative system. Soc. Forces, Oct. 1956. Pp. 9. 

PARMENTIER-BELOoux, M. The medical examination in vocational guidance. Internat. Lab. Rev., 
Nov. 1956. Pp. 13. 
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Oct. 1956. Pp. 14. 
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Nov. 1956. Pp. 4. 
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STANLEY, M. T. The amalgamation of collective bargaining and political activity by the UAW. 
Indus. Lab. Rel. Kev., Oct. 1956. Pp. 8. 

STencer, A. Industrial conciliation in Canada. Internat. Lab. Rev., Sept. 1956. Pp. 20. 

Tuompson, A. N. Mexican immigrant worker in Southwestern agriculture. Am. Jour. Econ. Soc., 
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Tuompson, C. C. Some recent developments in unemployment insurance. So. Econ. Jour., Oct. 
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Travis, H. The structure of unemployment in recent years. Mo. Lab. Rev., Sept. 1956, Oct. 
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Mobilizing our resources for emergency operation. Employment Sec. Rev., Nov. 1956. Pp. 44. 
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1956. Pp. 8. 
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Rev., Oct. 1956. Pp. 4. 
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The Australian national health service. Internat. Lab. Rev., Sept., i956. Pp. 11. 
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Econ. Rev., Dec. 1956. Pp. 2. 

Grattan, C. H. Colin Clark: a conservative as radical. Antioch Rev., Fall 1956. Pp. 11. 

LuommeE, J. Essai de comparaison entre les structures économiques et les structures sociales. (With 
English summary.) Rev. Econ., Sept. 1956. Pp. 20. 
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Wuzgs, P. J. D. The nation’s intellectual investment. Bull. Oxford Univ. Inst. Stat., Aug. 1956. 
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: 


NOTES 


Eveline M. Burns of Columbia University has been appointed chairman of the American 
Economic Association nominating committee. She would appreciate suggestions for officers for 
next year at as early a date as possible. She may be addressed at: 276 Riverside Drive, New 
York 25, N. Y. 


An Announcement regarding the Program for the Annual Meelings 
at Philadelphia 


The annual meeting of the Association will be held at the Hotel Sheraton, Philadelphia, 
Pa., December 28-30, 1957. 

In order to provide the officers of the Association with more adequate information as to 
papers in preparation that might merit a place on the program of the annual meetings, it 
has been decided to conduct an open competition. Those wishing to enter the competition 
should write Professor James Washington Bell, Secretary, American Economic Association, 
Evanston, Illinois, indicating in not more than 100 words the nature of the proposed paper and 
requesting an instruction sheet and entry form. 

Papers entered in the competition must be in the hands of the committee of judges by Sep- 
tember 1, 1957. Each paper will be identified by a code number, and the judges will make 
their selection without knowing the names of the authors. A moderate number of the papers 
submitted will be included in the program, along with other papers submitted by invitation. 
The titles of the winning papers and the names of their authors will be announced at one of 
the sessions in Philadelphia, and they will be reported in the American Economic Review. 

Preference will be given both to papers that report on completed or nearly completed sub- 
stantive research and to those of a theoretical nature that make a contribution towards inte- 
grating developments in different branches of economics or developments in economics and 
some other social science. 

The Association has become so large that the officers charged with making the programs 
have found it increasingly necessary to establish channels through which they can learn of 
research projects and other inquiries that members have in process. It is hoped that the infor 
mation which the present more or less experimental contest will provide on the work of all 
those who enter it will constitute a significant forward step in developing such channels. 

Morris A. President 


ANNOUNCEMENTS 
A department of economics has been established at the United States Air Force Academy 
at the iterim site in Denver, Colorado. The staff includes Colonel Robert F. McDermott, 
professor, Major Charles V. Manes, associate professor; and Major William G. Ryan, Captain 
Robert E. Duvall, and Ist/Lt. Maurice C. Mackey, Jr., instructors. 


The City College of New York has established a program of graduate studies in economics, 
leading to the Master of Arts degree. 


The Human Relations Area Files, Box 2054 Yale Station, New Haven, Connecticut, has an- 
nounced a new series of country surveys and bibliographies. A country survey on Afghanistan 
is now available; also bibliographies on Afghanistan, Burma, China: Modern Economic and 
Social Development, Japanese Sources on Southeast Asia, and The Philip pines. Publications now 
in preparation and to be completed soon are country surveys on Brunei, Sarawak, and North 
Borneo, Jordan, the Russian Soviet Federated Socialist Republic, Finland, Iran, Lebanon, 
Syria; also the following bibliographies: Indonesia, Japanese and Chinese Sources on Burma, 
Syria-Jordan-Lebanon, and Uralic Peoples. 
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NOTES 


Foreign Scholars in the United States in the Current Academic Year 


Attila Karaosmanoglu, lecturer in political science at the University of Ankara, is at Harvard 
University on a research grant. 

Esme Preston, formerly a staff member at the Oxford Institute of Statistics, is visiting 
lecturer at Tulane University. 


Brinley Thomas, of University College, Cardiff, is visiting professor at Duke University in 
the spring semester. 


Deaths 


Morton A. Aldrich, dean of the School of Business Administration and professor of econom- 
ics emeritus of Tulane University, died May 9, 1956. 


William F. Christians, professor of geography in the Wharton School, University of Penn- 
sylvania, died March 13, 1956. 

Guy-Harold Smith, who had served the Ohio State University since 1914 as chairman of 
the department of geography from 1921-34 and as professor up to his retirement in 1943, 
died November 29, 1956. 

G. Lloyd Wilson, professor of transportation in the Wharton School, University of Pennsyl- 
vania, died April 11, 1956. 


A ppoiniments and Resignations 


Curtis Aller has been appointed lecturer in the department of economics and the Labor and 
Industria! Relations Center at Michigan State University. 


A. Asimakopulos has been appointed lecturer in economics at McGill University. 


Nicholas Balabkins has been appointed instructor in economics at Washington and Jefferson 
College. 


Philip M. Banks has been appointed instructor in finance in the Wharton School, University 
of Pennsylvania. 


Robert T. Barnes has been appointed instructor in finance in the Wharton School, Univer 
sity of Pennsylvania. 


Jack F. Bennett, on leave from the Standard Oil Company of New Jersey, is serving as 
senior economist for the President’s Citizen Advisers on the Mutual Security Program (The 
Fairless Committee). 


Robert E. Berry has been appointed instructor in economics in the Wharton School, Uni- 
versity of Pennsylvania. 


Walter P. Blass has joined the staff of the Office of Far Eastern Operations of the Inter- 
national Cooperation Administration in Washington, D. C. 


Jack C. Bloedorn has been appointed instructor in finance in the Wharton School, Uni 
versity of Pennsylvania. 


Arthur I. Bloomfield, of the Federal Reserve Bank of New York, has been in Korea on behalf 
of the International Cooperation Administration undertaking a survey of monetary and fiscal 
policy in that country. He was visiting professor of economics in the Wharton School, Uni 
versity of Pennsylvania in the fall semester. 


Frederick E. Blum has been appointed instructor in finance in the Wharton School, Uni 
versity of Pennsylvania. 


Irving Brecher has been appointed associate professor of economics at McGill University. 


Edward W. Brennan has been promoted from instructor to assistant professor of accounting, 
Wharton School, University of Pennsylvania. 


Murray Brown has been appointed assistant professor of economics in the Wharton School, 
University of Pennsylvania. 


John E. Brush has been appointed visiting lecturer in geography and industry in the 
Wharton School, University of Pennsylvania. 
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Edward T. Bullock has resigned from Seton Hall University to accept an appointment as 
professor of economics at the University of Miami. 

Philip M. Carroll has resigned from the Bureau of the Budget to accept an appointment as 
assistant professor of economics at Colorado A & M College. 

Russell L. Chrysler has been promoted from associate professor to professor of marketing 
at Los Angeles State College. 

Richard C. Clelland has been appointed assistant professor of statistics in the Wharton 
School, University of Pennsylvania. 

Richard V. Clemence has been named chairman of the department of economics at Wellesley 
College 

Madeline H. Codding has been appointed research instructor in industrial research, Wharton 
School, University of Pennsylvania. 

Robert D. Corrie has been appointed instructor in finance in the Wharton School, University 
of Pennsy)vania. 

Fred I. Courtney has been appointed treasurer of Virginia Metal Products, Inc., Orange, Va. 

Kenneth Courtney has been appointed instructor in finance at the Ohio State University. 

Virgil D. Cover, of Syracuse University, has been in Burma working with Dilworth Walker, 
dean of the University of Utah, in the establishment of a program in business administration 
at the University of Rangoon. 

Edwin B. Cox has been appointed instructor in statistics in the Wharton School, University 
of Pennsylvania. 

Robert G. Cox has been promoted from assistant professor to associate professor of account- 
ing in the Wharton School, University of Pennsylvania. 

W. Arthur Cullman has been appointed associate professor of marketing at the Ohio State 
University. 

William Diebold, Jr., has been appointed visiting lecturer in economics in the European 
Institute of Columbia University for the spring semester. 

Donald F. Dixon has been appointed instructor in marketing in the Wharton School, 
University of Pennsylvania. 

H. Robert Dodge is instructor in marketing at the Ohio State University. 

William L. Doremus conducted a seminar in American marketing methods for the French 
National Sales Executives Association on the invitation of the Association. 

William M. Duffus has retired from the Ohio State University where he was professor of 
finance. 

Richard A. Easterlin has been promoted from assistant professor to associate professor of 
economics, Wharton School, University of Pennsylvania. 

Howard L. Englander has been appointed instructor in marketing in the Wharton School, 
University of Pennsylvania. 

Wilson L. Farman was director of the Colgate University Economics Study Group (off- 
campus undergraduate honors study of economic development) located in Atlanta, Georgia, 
this year. 

Albert Fishlow has been appointed instructor in economics in the Wharton School, Uni- 
versity of Pennsylvania. 

George Fisk has been promoted from instructor to assistant professor of marketing in the 
Wharton School, University of Pennsylvania. 

Bruno Foa has been appointed visiting professor of economics in the Wharton School, Uni- 
versity of Pennsylvania, for the current academic year. 

Kenneth M. Ford, has been appointed director of the Graduate Business School and associ- 
ate professor of business management at Northeastern University. 


Benjamin R. Foster has been appointed instructor in geography and industry in the Whar- 
ton School, University of Pennsylvania. 
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Peter G. Franck has resigned from the Council for Economic and Industry Research, Wash- 
ington, D. C., to accept an appointment as professor of economics and head of the department 
of social] science at Robert College, Istanbul. 

Arthur M. Freedman has been appointed lecturer in economics in the Wharton School, 
University of Pennsylvania. 

Lester Fuszara is instructor in management in the Ohio State University. 

Paul H. Geithner has been appointed instructor in marketing in the Wharton School, 
University of Pennsylvania. 

Robert B. Giedraitis is instructor in finance in the Wharton School, University of Pennsy! 
vania. 

Donald F. Gordon, now in the Wharton School, University of Pennsylvania, on a year's 
leave, has been promoted to associate professor of economics at the University of Washington. 

Paul V. Grambsch has been appointed dean of the School of Business Administration of 
Tulane University. 

Richard W. Graves has resigned from the staff of Tulane University where he was assistant 
professor of statistics in the School of Business Administration. 

Michael F . Grisafe, formerly of Bradley University, is now assistant professor of accounting 
at Los Angeles State College. 

William Hamburger, formerly of Stanford University and the RAND Corporation, has 
joined the staff of the Aeronautical Research Foundation as an economist. 

Talmadge Harris has been appointed instructor in economics and accounting at Washington 
and Jefferson College. 

James Q. Harty has been appointed instructor in geography and industry in the Wharton 
School, University of Pennsylvania. 

Robert S. Hass is instructor in accounting in the Wharton School, University of Pennsyl- 
vania. 


Francis X. Healy, Jr., has been appointed instructor in economics in the Wharton School, 
University of Pennsylvania. 


Donald Heany is on a year’s leave of absence from Georgetown University to serve as con- 
sultant with the General Electric Company in New York. 

Leonard W. Hein has been appointed assistant professor of accounting at Los Angeles State 
College. 

Rexford Hersey has been promoted from associate professor to professor of insurance in the 
Wharton School, University of Pennsylvania. 

George H. Hildebrand is now director of the Institute of Industrial Relations at the Uni- 
versity of California, Los Angeles. 

Henry E. Hoagland has retired from teaching at the Ohio State University where he served 
as professor of finance. 

Stanley C. Hollander has been appointed visiting associate professor of marketing in the 
Wharton School, University of Pennsylvania. 

Earl O. Hollenbaugh is instructor in accounting in the Wharton School, University of Penn- 
sylvania. 

David E. Horlacher is instructor in economics in the Wharton School, University of Pennsy! 
vania. 

William A. Howe, Jr., is instructor in accounting in the Wharton School, University of 
Pennsylvania. 

Walter Isard has been appointed professor of economics in the Wharton School, University 
of Pennsylvania. 

Gene E. Jackson is instructor in accounting in the Wharton School, University of Pennsy! 
vania. 

D. Gale Johnson has been named associate dean of the Division of Social Sciences of the 
University of Chicago. 
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Robert H. Johnson is on leave from the State University of Iowa to serve as executive assist- 
ant to the governor of the State of Iowa. 

Edward J. Kilberg has resigned from the research department of the Mutual Life Insurance 
Company to work on a project at the National Bureau of Economic Research. 

John W. Kendrick has been appointed associate professor of economics at the George 
Washington University. 

Lucy W. Killough has retired as chairman of the deparment of economics at Wellesley Col- 
lege. She continues as A. Barton Hepburn professor of economics. 

Irving B. Kravis has been promoted from associate professor to professor of economics in 
the Wharton School, University of Pennsylvania. 

I. M. Labovitz has transferred from the Bureau of the Budget to the Legislative Reference 
Service of the Library of Congress, where he is senior specialist in social welfare. 

Howard Laitin has been appointed director of the departments of research and statistics 
of Michael Saphier Associates and S.U.A. Inc., New York City. 

Michael Lalli has been appointed instructor in statistics in the Wharton School, University 
of Pennsylvania. 

Francis Lammer has been appointed lecturer in finance in the Wharton School, University 
of Pennsylvania 

Don Lawson is assistant professor of marketing at San Diego State College. 

Paul H. Levenson, formerly in the Wharton School, University of Pennsylvania, has been 
appointed lecturer in management at Los Angeles State College. 

Howard T. Lewis, professor emeritus of Harvard University, has been professor of industrial 
procurement at Northeastern University since September 1955. 

Arthur F. Loeben has been appointed instructor in geography and industry in the Wharton 
School, University of Pennsylvania 

John F. Lubin has been promoted from instructor to assistant professor of industry in the 
Wharton School, University of Pennsylvania. 

John P. Lutz has been promoted from instructor to assistant professor of finance in the 
Wharton School, University of Pennsylvania. 

Gordon A. Marker has been appointed instructor in economics in the Wharton School, Uni- 
versity of Pennsylvania. 

Raymond Mayer has been appointed assistant professor of production management in the 
School of Business, University of Chicago. 

Kenneth M. McCaffree has been promoted to associate professor of economics at the Uni- 
versity of Washington. 

Adrian M. McDonough has been promoted from instructor to assistant professor of industry 
in the Wharton School, University of Pennsylvania 

Dan M. McGill has been promoted from associate professor to professor of insurance in 
the Wharton School, University of Pennsylvania 

Lionel W. McKenzie, of Duke University, will be visiting associate professor at the Uni- 
versity of Michigan in the spring semester. In the summer he will direct a workshop at the 
Social Science Research Council Summer Institute for economists trained in mathematical 
methods at Stanford University. 

S. Sterling McMillan, of Western Reserve University, has been appointed to the executive 
committee of the Ohio Governor’s Council on Atomic Energy. 

James McNulty has been appointed associate professor of geography and industry in the 
Wharton School, University of Pennsylvania 

Gilbert M. Mellin has resigned from the School of Business Administration of Tulane Uni- 
versity. 

Allan H. Meltzer has been appointed lecturer in economics in the Wharton School, University 
of Pennsylvania. 
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Jerome W. Milliman, formerly of Florida State University, has accepted an appointment 
as assistant professor of agricultural economics at the University of California, Los Angeles. 

David N. Milstein has been appointed instructor in economics at Rutgers University. 

Burton M. Mirsky has been appointed lecturer in economics in the Wharton School, Uni- 
versity of Pennsylvania. 

C. Clyde Mitchell has resigned from the University of Nebraska to join the staff of Techni- 
cal Assistance Experts of the Food and Agricultuse Organization. His present assignment is to 
assist the Ministry of Economics of Mexico on national and regional economic planning. 

Donald A. Moore, formerly of Michigan State University, has been appointed assistant pro- 
fessor of economics at Los Angeles State College. 


Albert G. Mossawir has been appointed teaching fellow in economics at Wesleyan University. 


L. G. Nicolopoulos has been appointed lecturer in economics at McGill University. 

Douglass C. North has been promoted to associate professor of economics at the University 
of Washington. 

Lawrence M. Odence has been appointed instructor in accounting in the Wharton School, 
University of Pennsylvania. 


Paul M. O'Leary has resigned as dean of the College of Arts and Sciences to resume his pro- 
fessorship of economics at Cornell University. 

Thomas J. Orsagh has been appointed instructor in statistics in the Wharton School, Unit 
versity of Pennsylvania. 

Ernest J. Pavlock has been appointed instructor in accounting in the Wharton School, 
University of Pennsylvania. 

Ralph W. Piersall, Jr., has been appointed instructor in accounting in the Wharton School, 
University of Pennsylvania. 

Almarin Phillips, formerly at the Wharton School, is now associate professor in the Uni- 
versity of Virginia Graduate School of Business Administration. 

Carl A. Polsky has been appointed instructor in accounting in the Wharton School, Univer- 
sity of Pennsylvania. 

Janus Poppe has been appointed associate professor of economics at Georgetown University. 

Robert M. Rauner has been promoted from instructor to assistant professor of economics 
at Trinity College. 

Edward P. Reagen has been appointed assistant professor of economics at Washington and 
Jefferson College. 

Alfred Reifman, of the Department of State, has been appointed deputy director of the 
International Development Advisory Board, Washington, D. C. 

Neil D. Reznik has been appointed instructor in insurance in the Wharton School, Univer- 
sity of Pennsylvania. 

Raymond W. Ritland has resigned as assistant professor of economics in the School of Busi- 
ness Administration, Tulane University. 

Jack E. Robertson has been appointed instructor in economics in the School of Business 
Administration, Tulane University. 

Clyde O. Ruggles, professor emeritus of Harvard University, has been professor of public 
utility management and regulation at Northeastern University since January 1955. 

Theodore Ruprecht has been appointed instructor in economics at Occidental College. 

Walter S. Salant, of the Brookings Institution, was visiting lecturer at the Salzburg Seminar 
for American Studies in Salzburg, Austria in February. 

L. H. Samuels, of Johannesburg, has taken a fellowship at Nuffield College, Oxford Univer- 
sity, for the year 1957. 


Charles Schertenleib has been appointed visiting professor of economics at Georgetown 
University. 
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V. Donald Schoeller has resigned from the Wharton School, University of Pennsylvania, 
where he was lecturer in geography and industry. 

Eugene W. Schooler has been appointed research associate in economics in the Wharton 
School, University of Pennsylvania. 

Ben B. Seligman, formerly director of the Washington Office of the American Jewish Com- 
mittee, has joined the staff of the United Automobile Workers Union as economic and political 
analyst in international affairs. 

Hans F. Sennholz has been appointed professor of economics at Grove City College, Pennsy]- 
vania. 

Gordan Severance, formerly of San Diego State College, has been appointed assistant pro- 
fessor of finance and law at Los Angeles State College. 

Harry J. Shaffer has been appointed instructor in economics at the University of Kansas. 

Edward Shils has been appointed associate professor of geography and industry in the 
Wharton School, University of Pennsylvania. 

Edward Simmler, Jr., has resigned as instructor in accounting in the Wharton School, 
University of Pennsylvania. 

Robert H. Smith has been appointed instructor in finance in the Wharton School, University 
of Pennsylvania. 

William J. Smith, Jr., has resigned from Georgetown University and is presently with the 
Federal Reserve Board serving as economic research consultant. 

Eugene Smolensky has been appointed instructor in economics in the Wharton School 
University of Pennsylvania. 

William Snyder has been appointed instructor in economics at Temple University. 

Harold M. Somers, dean of the School of Business Administration of the University of 
Buffalo, has been admitted to the practice of law in New York State and has been appointed 
chairman of the state’s Minimum Wage Board for the Restaurant Industry. 

Lewis C. Sorrell, professor of management theory and policy and transportation has resigned 
from the School of Business Administration, University of California, Los Angeles. 

John Steele has been promoted to associate professor of business organization at the Ohio 
State University. 

Herbert Stein has been elected director of research by the Board of Trustees of the Com- 
mittee for Economic Development. 

Matthew J. Stephens has been appointed instructor in accounting in the Wharton School, 
University of Pennsylvania. 

Frank I. Stern has resigned from The Value Line to join Grey Advertising Agency, New 
York, as economist 

Merton P. Stoltz has been appointed chairman of the department of economics at Brown 
University. 

Williard E, Stone has been promoted from assistant professor to associate professor of ac- 
counting in the Wharton School, University of Pennsylvania. 

Barrie Storrs has been appointed instructor in geography and industry in the Wharton 
School, University of Pennsylvania. 

R. Stansbury Stockton has been made assistant professor of management at the Ohio State 
University. 

John L. Sullivan has been appointed instructor in marketing in the Wharton School, Uni- 
versity of Pennsylvania. 

Alfred Tao has accepted an appointment as associate professor of economics at the Uni- 
versity of Hawaii 

Benjamin F. Teeter has resigned from Georgetown University to take a position with the 
Federal Deposit Insurance Corporation. 

Benjamin J. Tepping has been appointed visiting professor of statistics in the Wharton 
School, University of Pennsylvania. 
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Jack Topiol has been appointed instructor in accounting in the Wharton School, University 
of Pennsylvania. 

Harry M. Trebing has been appointed assistant professor of economics in the College of 
Business Administration of the University of Nebraska. 

Lynn Turgeon has been appointed visiting lecturer in economics at Hofstra College. 

William Voris has been promoted from assistant professor to associate professor and head 
of the department of management at Los Angeles State College. 

Gerald E. Warren has resigned from Tulane University to accept an assignment as assistant 
director for economic development, U.S. Mission to Taiwan, International Cooperation Ad- 
ministration. 

Elsie M. Watters has been appointed assistant professor of statistics in the School of Business 
Administration, Tulane University. 

Paul Wells, formerly of RAND Corporation, has joined the faculty of Los Angeles State 
College as assistant professor of economics for the current academic year. 

Richard J. Whiting has been appointed assistant professor of management at Los Angeles 
State College. 

William L. Wilbur has resigned from Memphis State College to become associate professor 
of economics at Wofford College. 

Roger J. Williams, Jr., has resigned from Baldwin-Wallace College to accept a position as 
economist with the Union Carbide and Carbon Corporation in New York City. 

Martin Wilmington has been promoted to adjunct associate professor of social] sciences at 
Pace College. 

Bruno S. Wojtun has been appointed instructor in economics at Temple University. 

Carl H. Wolf has been appointed instructor in accounting in the Wharton School, University 
of Pennsylvania. 

Dallas M. Young, of Western Reserve University, has been retained as impartial umpire, 


Cleveland Transit System and Division 268, Amalgamated Association of Street, Electric 
Railway & Motor Coach Employees of America. 


VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrative officers 
of colleges and universities and to others who are seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selection among 
the applicants or following up the results. The Secretary's Office will merely afford 
a central point for clearing inquiries; and the Review will publish in this section brief 
description of vacancies announced and of applications submitted (with necessary 
editorial changes). Since the Association has no other way of knowing whether or 
not this section is performing a real service, the Secretary would appreciate receiving 
notification of appointments made as a result of these announcements. It is optional 
with those submitting such announcements to publish name aad address or to use a 
key number. Deadlines for the four issues of the Review are February 1, May 1, 
August 1, and November 1. 

Communications should be addressed to: The Secretary, American Economic Asso- 
ciation, Northwestern University, Evanston, I!linois. 


Vacancies 


Economics: Instructor or assistant professor in economics. Co-educational Catholic 
college desires M.A. in economics. Salary $4,500 to $5,500 per yeaz. Successful 
applicant will teach only economics courses. Opportunity to work for Ph.D. locally. 
New campus. Opportunity to become chairman of the department when quali- 
fied. Address inquiries to: Frank L. Luken, Vice-President, Villa Madonna College, 
Covington, Kentucky. 


Editor, college textbooks: New York publisher seeks young man to assume editorial 
responsibility for college textbooks in the social sciences. Should be familiar with 
liberal arts curriculum and should have had some rience in organizing material 
(not necessarily textbooks) for publication. Copy-editing and proofreading not re- 
quired, Salary depends upon qualifications; excellent opportunity for rapid a 
ment. 185 


Accounting and finance: In state-supported institution in the Southwest. Teaching 
mainly upper division and graduate courses in accounting and one course a year 
in finance. Minimum requirements: Ph.D., with C.P.A. desirable. Professorial rank, 
salary $7,500 or better; summer teaching extra. Opportunity to increase compensation 
by working on outside University contracts. Duties may begin February, 1957. P188 


Economics: Permanent addition to staff of social science department. Will teach 
general education economics at sophomore level and senior college or graduate 
courses in labor economics, history of economic thought, international economic rela- 
tions, comparative systems. Ph.D. preferred. Rank dependent on qualifications; salary 
$540-$640 per month for nine months; summer teaching may add two month's 
salary. Send data and inquiry to Hugh Jameson, Department of Social Sciences, 
Northern Illinois State College, De Kalb, Ilinois. 


General economics, public finance, money and banking: Research assistant, with at 
least an M.A. degree, specialized in public finance and/or money and banking; no 
experience required; for research unit of a government department in Puerto Rico. 
One-year contract, renewable. Annual salary $6,000, plus travel expenses to and 
from Puerto Rico. P189 
Economics and statistics: The Air Force Institute of Technology, located at Wright- 
Patterson Air Force Base, Dayton, Ohio, has an opening for a teacher of economics 
and statistics, work to begin not later than September, 1957, but may begin sooner 
if applicant should so desire. The position will carry a civil service rating of GS-11 
or GS-12, depending upon the qualifications of the applicant. The beginning salary 
for GS-11 is $6,390; and for GS-12 is $7,570. Applicants should have a Ph.D. degree 
in economics or in statistics, have mathematics through integral calculus, and be 
qualified to teach advanced courses in his specialty and intermediate courses in the 
other area. Successful teaching experience is also desirable. The teaching load will 
be light but it is expected that considerable time will be devoted to research in order 
that courses taught may have the greatest possible applicability to the needs of our 
students. Duties extend over the entire twelve months but one quarter of each year is 
usually devoted to study and research. Application should be ional to Dr. James 
Roy Jackson, Dean, School of Business, Air Force Institute of Technology, Wright- 
Patterson AFB, Ohio. 


4 


Accounting and statistics: A \eading Southern college will have an opening in Sep- 
tember, 1957, for a young man with, or close to, Ph.D. Courses will include elemen- 
tary accounting and statistics. Salary and rank depend upon training and experience. 

P190 


Economic principles, theory, and (preferably) introduction to mathematical eco- 
nomics; Catholic university in large metropolitan, Eastern center, urban co-educational 
institution. Ph.D, with or without previous teaching experience, or Ph.D. candidate 
with course requirements fulfilled and orals passed. Rank and salary depend on quali- 
fications. P191 
Business administration: Professor wanted for fall, 1957, in private metropolitan 
university in the Middle West. Must have Ph.D. Salary and rank depend on previous 
experience, publication, etc. Full-time salary can be supplernented by summer teach- 
ing. Opportunity exists for consulting work in the community. P192 


Accounting: Midwestern university in metropolitan area desires to add a full-time 
‘apna to its faculty in the fall of 1957. C.P.A. and/or Ph.D. required. Salary can 
supplemented by summer teaching and consulting work. P193 


Economists Available for Positions 


Economics: Man, middle-aged, married; M.A., New York University; J.D., Europe. 
Veteran; knowledge of languages. Looks for adequate opportunity. E585 


Corporation economics, marketing and public relations: Man, 45, married; B.S., M.S., 
Ph.D., fellowships, scholarship and summa cum laude, honor societies. Now econo- 
mist for national company; experience also includes full professorship, research 
director, marketing and advertising head, naval officer. Desires teaching and research 
position in university. £594 
Economic, business, and insurance history: Man, 37; Ph.D., New York University. 
Fifteen years of governmental experience, including those of an advisory and ad- 
ministrative nature; 1 year of teaching experience; has considerable counseling 
experience. Desires research, writing, or teaching position. Interested especially in 
college or university teaching position. Of special usefulness to life insurance 
companies as research assistant or historian. E616 


International economic relations, comparative economic systems, marketing, urban 
economics, history of economic thought, public finance, money and banking, economic 
history of Europe: Man, married; Ph.D., research fellowships. Seven years of uni- 
versity and college teaching; 4 years of research in federal government; experience 
as consultant; multilinguist; extensive foreign travel. Desires teaching or research 
position. E628 
Management: Man, 44, married; Ph.D., M.B.A. (1956). Nineteen years in industry 
as chief executive of medium-sized manufacturing concern; some teaching experi- 
ence. Desires position to teach in the general area of management; can also teach 
other basic concept courses if necessary. E629 
Business cycles, money and banking, statistics, mathematicai economics: Man, 36; 
Ph.D. in economics. Trained at good European and American universities; author of 
a book. Actually teaching statistics, principles of economics, and consumer economics. 
Looks for teaching position, preferably near a larger city. E631 


Labor relations, labor economics, history of economic thought, economic principles, 
international trade: Man, 35, Ph.D. Eight years of teaching experience at two large 
universities; government positions. One book, numerous articles; another book in 
process. Desires teaching position. £639 
Economic principles, modern economic problems, finance and banking, money and 
banking, personal finance, retirement problems, public utility economics and rates: 
Man, 60, married; M.B.A., Northwestern University. Combined university and busi- 
ness experience: 29 years in teaching economics and finance in large Midwest uni- 
versity, evening division; 33 years in economic research, business forecasting, and 
employee training for large Midwest metropolitan electric utility company. Prefers 
full-time teaching with opportunity for writing. Partial to mild climate. Available 
in June, 1957. John F. Reinboth, 417 Jackson Avenue, Glencoe, Illinois. 

Economic thought, price and income theory, money and banking, corporation finance, 
investments, managerial economics, international economics, econom:c systems: Man, 
34, married; M.S., A.M., Ph.D., University of Illinois. Five years in business; last 4 
years in teaching. Available for teaching position in September, 1957. F644 


Management and industrial relations: Man, 34; Ph.D. Curreatly employed as head 
of management development by large multiplant manufacturinz organization. Seven 
years of teaching, including 2 years as chairman of a large department; industrial 
experience as a consultant in organization, industrial relations, and methods engineer- 
ing; industrial experience in supervision, methods engineering, and industrial rela- 
tions. Available in September, 1957. E646 


Economic theory, history of thought, money and banking, public finance, statistics: 
Man, 27, married; M.B.A., completing PhD. course requirements at Harvard. Two 
years with bank and trust company; 2 years in statistical research; 2 years of teaching 
experience. Desires teaching position beginning fall, 1957. E648 


Economic theory, business cycles, comparative systems, history of economic thought, 
public finance, labor: Man, 27; Ph.D. Publications; 3 years of teaching experience; 
currently teaching undergraduate theory and doing business research in large Southern 
university. Desires permanent, stimulating position in large non-South university 
offering graduate work in economics. Available in September, 1957. E650 


Economic principles, economic systems, money and banking, corporation finance, 
public finance, insurance, business research: Man, 38; B.S., Ohio State University; 
M.A., University of Cincinnati; Ph.D. dissertation in progress, University of Cin- 
cinnati. Four years of teaching; 2 years as department chairman, economics and busi- 
ness, Midwestern college. Ten years of experience in banking and insurance. Active 
in business and civic affairs. Shrewd financial ability and judgment. Desires a per- 
manent, challenging, attractive position in business with unlimited opportunity for 
development and progress. Must locate in Southwest or West Coast. E651 


Applied economic research and analysis, area resources and economic development, 
business and industrial location, international economic relations, related industrial 
development activities: Man, 39, married; M.A. Extensive, responsible experience 
includes: planning and effectuation of research projects; report writing; applied 
knowledge of public administration and legislative processes; evaluations for execu- 
tive decision; program planning and co-ordination; conferring and negotiating effec- 
tively with leaders and experts in business and public life. E652 


Economic principles, economic the ght, economic history, labor economics, money 
and banking, public finance, business cycles: Man, middle-aged; Ph.D., social science. 
Broad experience in teaching, government, and business. Southeastern or Southern 
location preferred but others considered. E653 


Money and banking, finance, investments, economic principles: Man, 42, married; 
Ph.D., 1942. Fifteen years of teaching experience; 8 years in present position teach- 
ing graduate and undergraduate courses in money and banking and economics. 
Experience also includes government employment in a research and administrative 
capacity, consultant in the field of banking, writing and public speaking. Seeks full 


professorship or position in private finance. E654 
Principles of economics, economic theory, political theory, sociology; Man, over 50; 
Ph.D. Available as a teacher and/or administrator. E655 


Economic theory, international economics, economic thought, labor, money and 
banking, business cycles, economic systems, economic geography: Man, 44, married; 
Pb.D. Twelve years of teaching experience; 4 years of government; 244 years 
United Nations experience in Europe; 4 years university administration; 2 years 
private international agency. Currently teaching in small liberal arts college near 
Washington, D.C. Desires Northern or Western U.S. for permanent location. Avail- 
able in September, 1957. E656 


Labor economics, comparative economics, economic principles: Man, 39, married; 
Ph.D., University of Pennsylvania. Currently professor of economics in a good lib- 
eral arts college. Experience in government labor relations and labor arbitration; has 
published a book and two journal articles. Desires summer, 1957, appointment in 
Rocky Mountain states or Southwest. E657 


Public finance, principles, money and banking, statistics: Man, 36; Ph.D., University of 
Wisconsin. Four years of economics teaching experience; research experience in 
government and Federal Reserve bank; articles in learned journals. Desires teaching 
position, preferably in northern part of U.S. E659 


Administrative, personnel, and production management: Man, 37, MS., require- 
ments for doctoral degree completed except dissertation, which is in progress. Five 
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years of progressive experience in business and industry; 5 years of successful uni- 
versity level teaching in the above fields. Primary interest is in teaching but may 
consider some part-time administrative duties. Desires assistant or associate professor- 
ship starting September, 1957. E660 


Economic principles, economic theory, history of economic thought, economic history, 
money and banking, business cycles, international trade: Man, 29, married; B.S., 
M.A., Ph.D. dissertation in progress. Veteran, captain, U.S.A.F. Res.; experience in 
personnel and administration; holds public school teacher's certification. By avail- 
ability date (July, 1957) will have 214 years of teaching experience as teaching- 
assistant and instructor. Desires teaching position. E661 


Management, marketing, business history: Man, 45, Ph.D. Business experience plus 
11 years of teaching at the undergraduate and graduate levels. Author of two college 
texts. Desires teaching position beginning September, 1957. E662 


Economic principles, accounting, economic history, business cycles, public relations: 
Man, 43, A.B. (English), B.S. (accounting), Ph.D. (economic history), London. 
Six years of teaching experience (in English) at two large universities and a state 
college and in adult education. Has taught English and economic principles 
abroad. European correspondent for American liberal monthly for 4 years; experience 
in business management, both private and quasi-military; now chief of public relations 
for quasi-military retailing organization in Europe. Wishes to return to ——* 
or private research. Would consider university public relations—teaching-researc 

combination or English-economics teaching or teaching-research combination. E663 


Economic analysis, statistics, forecasting, econometrics, current economic problems, 
economic principles, money and banking, economic history: Man, 32, married; com- 
pleted Ph.D. credit requirements. Six years experience teaching, government and 
private industry poodle Desires teaching position or research. E664 


Economics, economic history, financial history, public finance, banking, investments: 
Man, Ph.D., New York University, 1953. Currently assistant colton at large 
Eastern university; has published articles, reviews; is coauthor of book and associate 
editor of scholarly journal. Would like to relocate and would be willing to do some 
administrative work in addition to teaching. E665 


Economic development of underdeveloped areas, international economics, planning, 
transportation and industrial location, population, general economics: Man, 40, mar- 
ried; M.A. (economics), University of Nebraska, M.A. (international administra- 
tion), Columbia University, Ph.D. (planning and economic development), University 
of Chicago. Four years of international service in Africa and Asia; experienced 
teacher, public lecturer, and research director. Available for teaching and research 
director, September, 1957. 


International trade, comparative economic systems, economic thought, money and 
banking, trade-unionism, labor relations: Man (German), 27,-married; Ph.D. Trained 
at German and American universities. Some industrial and part-time teaching experi- 
ence; multilinguist. Desires teaching or research position for fall, 1957. R. Sell, 2622 
S. Harding Ave., Chicago 23, Hil. 


Economics: Man, 52, married; Ph.D., Stanford University. Twenty-five years of uni- 
versity teaching in many fields, much at graduate level; research and administrative 
work for government and private foundations; business experience; 2 books plus many 
articles in professional journals. Seeks challenging new position at end of present 
visiting professorship in 1958 (conceivably earlier). E667 


Theory, transportation, corporation finance, social control of business: Man, 35, mat- 
ried; Ph.D. Five years of university teaching experience; 1 year of government service; 
publications. Desires teaching and/or research position. Available in September, 1957. 

E668 


Economic theory, trade, history, industrial concentration, monetary theory: Man, 30, 
married; M.A.; all requirements for Ph.D. complete except dissertation and first draft 
is completed. Four years of teaching experience at large Eastern university in felds 
listed above at both graduate and undergraduate level; 2 years of experience in 
industry in field of market research and general statistical analysis; has taught prin- 
ciples, economic geography, advanced theory, and history. Seeks relocation in school 
hospitable to research. Résumé upon request. Available in September, 1957. E669 


Labor economics, national income accounting and analysis, economic history and 
development, economic theory, social control of business and labor, economic princi- 
ples: Man, 31, married; Ph.D. from Ivy League School; Phi Beta Kappa. Four years 
of full-time teaching experience; some publications; also has research projects in 
progress. Would like teaching position in East, South, or Midwest. E670 


Economics, accounting, business administration, industrial management, industrial 
relations, personnel management: Man, B.A., National Peking University; M.B.A., 
University of Pennsylvania; requirements for Ph.D. completed at University of Chi- 
cago. Five years of experience in college teaching; 1 year as department head at 
Midwestern university; interested in writing articles for learned publications; active 
worker with students and in community. Desires teaching or research position; prefers 
to locate in East or Mid-Atlantic states but will consider other areas. E671 


Principles of economics, economic analysis, international trade and finance: Man, 41, 
married; M.Sc. (Econ.), London. Ten years of experience as responsible official in 
an international agency dealing with international trade and economic relations. 
Desires a teaching position to apply and develop his first-hand knowledge in this field. 
Has teaching experience gained in the course of conducting training classes for govern- 
ment officials. E672 


Public utilities, money and banking, public and private finance, statistics, budgeting: 
Man, 30, married; B.A., M.A., Ph.D. dissertation in progress. Scholarship, assistant- 
ship and honor societies; 5 years of teaching and business experience. Business ex- 
perience includes daily contact with top management. Desires academic position. 
Available for fall semester, 1957. E673 


Monetary theory, elementary and advanced theory, international trade, history of eco- 
nomic doctrines, government and business: Man, 46, married; M.Sc. (Econ.), London; 
Ph.D. Wide teaching experience, graduate and undergraduate; administrative work in 
federal government. One volume published; another ready for publication. E674 


Labor economics, money and banking, history of economic thought, economic theory, 
economic history, industrial organization and market control, international trade, com- 
parative economic systems, principles of economics, marketing: Man, M.A., Wash- 
ington University; J.U.D.; course-work completed for Ph.D. (economics) at a 
Midwestern university, dissertation in progress. Available for teaching and research. 

E675 


Economic peineere labor economics, economic history, business cycles: Man, 37; 
M.A.; working on Ph.D. Currently employed at large Eastern university; 5 years of 
teaching experience; 5 years of experience in industry. Desires teaching position. 
E676 


Economic principles, public finance, statistics: Man, 29, married; M.A., University of 
Illinois. Four years of experience in credit and collections. Seeks teaching position. 
Prefers California or Pacific Northwest. E677 


Economic theory, business cycles, statistics, industrial organization, marketing: Man, 
30, married; Ph.D., University of California, 1956. Six years of teaching experience; 
presently employed in a school of business administration. Desires teaching position 
where a social orientation and research is emphasized. E678 


Labor economics, economic mg; arn history of economic thought, planning: Man, 
45, married; Ph.D., Columbia University. Seven years of teaching experience; 10 
years of experience with federal government in responsible staff positions; publica- 
tions. Now professor of economics at small Eastern university. Desires teaching posi- 
tion at larger institution. E679 


Labor economics, industrial relations: Man, 33; Ph.D., Columbia University. Five 
years of teaching experience; recent labor publications. Interested in participating in 
a graduate program. E680 


Industrial organization and control, history of political ideas: Man, Ph.D. from 
German university. Lecturer, Munich, 1954-55; Fulbright Fellow, Columbia Uni- 
versity, 1955-56, and visiting lecturer. Book on democracy and monopoly in the U.S. 
in press. Seeks position as visiting lecturer for academic year 1957-58. E681 
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“Telephones are ubiquitous?” 


“Yes, telephones 


Robert Day, the well-known car- 
toonist who drew this picture, was a 
little afraid there might be some 
people who wouldn't know what we 
meant by ubiquitous. “It’s a pretty 
big word,” he said. 

“Don’t worry,” we told him. “We'll 
just put in a little reminder that the 
dictionary says ubiquitous means ‘ex- 
isting or being everywhere at the 
same time.’” 

There's surely no better way to de 
scribe telephones! They're not only 
in millions of homes and offices but 
just about everywhere you go. In 
stores and at gas stations! At airports, 


are ubiquitous” 


bus depots and railroad stations! Out 
of-doors! 

Throughout the country, there are 
hundreds of thousands of these public 
telephones for your convenience. 

So the next time something comes 
up when you're away from home or 
the office, or there’s some news you'd 
like to share with someone, just step 
up to one of those nearby nt sa 
and call. 

You can save yourself a lot of run- 
ning around, be a number of places 
in a few minutes, and get thinks 
settled while they are fresh in your 
mind. 


Working together to bring people together... Bell Telephone System 


$ 


Cutstanding Jrawin 
PRINCIPLES OF ECONOMICS 
By W. NELSON PEACH, University of Oklahoma 


INTERMEDIATE ECONOMIC ANALYSIS 


Third Edition 
By JOHN F. DUE, University of Illinois 


ECONOMIC POLICY 


Readings in Political Economy, Revised Edition 


By WILLIAM D. GRAMPP, University of Illinois (Chicago), 
and EMANUEL T. WEILER, Purdue University 


COLLECTIVE BARGAINING 


Principles and Cases, Revised Edition 


By JOHN T. DUNLOP and JAMES J. HEALY, both of Harvard 
University 


INTERNATIONAL ECONOMICS 


By CHARLES P. KINDLEBERGER, Massachusetts Institute of 
Technology 


ECONOMIC FLUCTUATIONS 


An Analysis of Business Cycles and Other Economic Fluctuations 
By MAURICE W. LEE, University of North Carolina 


PUBLIC POLICIES TOWARD BUSINESS 
By CLAIR WILCOX, Swarthmore College 


GOVERNMENT FINANCE 


An Economic Analysis 
By JOHN F. DUE, University of Illinois 


Write for Examination Copies 


PUBLISHERS FOR THE AMERICAN ECONOMIC ASSOCIATION 
RICHARD D. IRWIN, INC. HOMEWOOD, ILL. 


Please mention Tux Amunican Economic Review When Writing to Advertisers 
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Outstanding. Irwin Jota 
THE AMERICAN ECONOMY 


Principles, Practices, and Policies, Revised Edition 
By C. LOWELL HARRISS, Columbia University 


ECONOMICS OF MONEY AND BANKING 


By GEORGE N. HALM, Fletcher School of Law and Diplomacy, 
Tufts University 


CURRENT ECONOMIC PROBLEMS 


Revised Edition 
By HENRY W. SPIEGEL, Catholic University of America 


ECONOMICS OF LABOR RELATIONS 


Revised Edition 
By GORDON F. BLOOM and HERBERT R. NORTHRUP 


INTRODUCTION TO INTERNATIONAL 
ECONOMICS 
By DELBERT A. SNIDER, Miami University 


BUSINESS CYCLES AND FORECASTING 


Fourth Edition 
By ELMER CLARK BRATT, Lehigh University 


SELECTED ANTITRUST CASES 
By IRWIN M. STELZER 


PERSONAL FINANCE 


Principles and Case Problems 


By ARTHUR W. HANSON, Harvard University, and JEROME 
B. COHEN, City College of New York 


Write for Examination Copies 
PUBLISHERS FOR THE AMERICAN ECONOMIC ASSOCIATION 
RICHARD D. IRWIN, INC. HOMEWOOD, ILL. 


Please mention Tux Amunican Economic Review When Writing to Advertisers 
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LOOKING FORWARD 


Robert Fulton’s marvelous steamboat 
fired the minds of forward-looking men 
when she churned up the Hudson 

in 1807. 


To the House of Wiley, founded that same year, 
the Clermont’s voyage opened up 
a new and exciting frontier in publishing. 


If America were to exploit her new growth, 
pioneering books would have to be provided. 

It is this demand — greater in 1957 than ever — 
that Wiley has been meeting successfully 

for one hundred and fifty years. 


Today, the Clermont’s atom-powered granddaughter 
slips through the seas... 

the scholarly community continues to expand... 
and, planning for the future, 


John Wiley & Sons looks forward to publishing 
an ever-greater number of distinguished books 
in all the learned disciplines. 


JOHN WILEY & SONS, Inc. 
440 Fourth Avenue, New York 16, N. Y. 


Please mention Tux Amunutcan Economic Review When Writing to Advertisers 
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By SHERMAN J. MAISEL, University of California. This work shows 
clearly how dynamic economic analysis can be used in solving many pressing 
problems. It departs from the traditional approach in that it focuses on de- 
cision-making. It develops theories analytically and applies them directly to 
actual problems and policies. In addition, the book focuses attention equally 
on all the decisions which alter the spending flow, whether of business, fami- 
lies, or the government. Introducing a broadened concept of policy, the author 
includes chapters which show how businesses and individuals may plan dy- 
namic programs for the future. 1957. 552 pages. $7.50. 

Aliso available in a college edition 


INTRODUCTION TO OPERATIONS RESEARCH 


By C. WEST CHURCHMAN, RUSSELL L. ACKOFF, and E. LEON- 
ARD ARNOFF, all of Case Institute of Technology; in collaboration with 
11 other experts. This book provides clear, concise, and unusually readable 
coverage of principles and methods in operations research. The authors pre- 
sent a general coverage of such topics as inventory, linear programming, 
waiting line, replacement, competitive, and other mathematical models useful 
in O.R. Each method and model is illustrated by case example. 1957. 645 
pages. 136 illus. $12.00. Also available in a college edition 


MODELS OF MAN: Social and Rational 


By HERBERT A. SIMON, Carnegie Institute of Technology. Sixteen re- 
lated essays develop a coherent theory of the rational and non-rational aspects of 
human behavior in a social setting. The author employs mathematical thinking 
to bring clarity to areas that have suffered from the vagueness of purely verbal 
treatment. 1957. 287 pages. $5.00. 


AUTOMATION IN BUSINESS AND INDUSTRY 
Edited by EUGENE M. GRABBE, Ramo-Wooldridge Corporation, and 


The University of California, Los Angeles. Twenty-one contributors—all ex- 
perts in their fields—review the present status of developments and applica- 
tions in the field of automation. The book is based on material which was 
presented in a course given at the University of California in 1955. 1957. 
611 pages. Prob. $10.00. 


ECONOMIC DEVELOPMENT 
Theory, History, Policy 
By GERALD M. MEIER, Wesleyan University; and ROBERT E. BALD- 
WIN, Harvard University. This book examines the problems of accelerating 
development in poor countries and maintaining development in rich countries 
From the viewpoints of theory, history, and policy it attempts to explain the 
forces that give long-period growing power to an economy. 1955. In Press. 


ECONOMIC ANALYSIS 
By EDMUND WHITTAKER, Colorado Agricultural and Mechanical 
College. 1956. 460 pages. $6.50. 
AMERICAN FAMILIES 


By PAUL C. GLICK, U. S. Bureau of the Census. One of a series of 
Census Monographs sponsored by the Social Science Research Council and the 
Bureau of the Census. 1957. 240 pages. $6.00. 


EXPERIMENTAL DESIGNS, Second Edition 


160 VEARS By WILLIAM G. COCHRAN, The Johns Hopkins University, and 
GERTRUDE M. COX, University of North Carolina. 1957. Approx. 


cy 464 pages. Prob. $7.50. 


Send for examination copies today. 


or rustisuino SOHN WILEY & SONS, Inc., 440 Fourth Avenue, New York 16, N.Y. 


Please mention Tue American Economic Review When Writing to Advertisers 


WIL E OY 
FLUCTUATIONS, GROWTH, AND FORECASTING 


if 
a 
aa 


LATEST REPORTS ON RINEHART BOOKS 


Published 
this 
month 


Published 
this 
month 


Ready in 
September 


magnificent 
job” 


International Economics 
by Jack N. Behrman & Wilson E. Schmidt 


Advance reports on this interesting text comment especially on its 
skillful combination of history and theory, its useful emphasis on the 
far-reaching effects of policy on the actual international economic 
situation, its thorough, clear treatment of monetary policies and 
practice, and its discussion of the techniques of international co- 
operation developed since World War II. 


Computing with Desk Calculators 


by Walter W. Varner 


Interest in and demand for this book is already widespread. It fills 
today’s need for a clear, thorough understanding of the principles, 
techniques, and many possible operations of modern desk calcu- 
lators by those who can advantageously use such machines in sta- 
tistical research of all kinds. 


Personal and Family Finance 


by Joseph FP. Bradley & Ralph H. Wherry 


Written by the authors of successful texts on insurance and invest- 
ment, this comprehensive, clear, and practical new text emphasizes 
the life cycle of family finances and thoroughly covers all pertinent 
topics:—budgeting, home ownership, consumer credit, all types of 
insurance, investment, taxation, and estate planning. 


Labor: Institutions & Economics 
by Alfred Kubn 


“One of the best and most complete courses in labor economics I 
have found,” writes E. Van Every in a recent issue of his Industrial 
Relations Letter. “A magnificent job. . . . Put it down as one of 
the basic works of our time on the fundamentals of industrial rela- 
tions.” Published. $6.50 


If you have not already requested examination 
copies of these texts, send for them now. 


Rinehart & Company, Inc., 232 Madison Avenue, New York 16 


Please mention Tue American Economic Review When Writing to Advertisers 
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New Harper Books 


RALPH C. Industrial Organization and 
DAVIS Management, Third Edition 


The successful practices of a wide variety of busi- 
ness concerns are recorded, analyzed and eval. 
uated in this survey of modern operative manage- 
ment. New material includes chapters on the 
Marketing of Manufactured Goods, on the Effects 
of Automation, as well as new sections on per- 
formance rating, fatigue allowances, delay allow- 
ances, and standard data relationships. 


Comparative Economic Systems 


Fifth Edition 
Substantial changes have been made in this fifth 
edition of a famous text, although the general 
pattern of the book remains the same. There are 
new chapters on Yugoslavia and Red China. New 
material on British nationalized industries and 
on the economy of the Soviet Union as well as 
a new final chapter on the future of capitalism 
in the United States bring the book up to date. 


PETER F. 
DRUCKER America’s Next Twenty Years 


“The major events that determine the future 
have already happened,” Peter Drucker points 
out in his opening chapter. By examining the 
most significant of these events with a critical 
and informed eye, he has emerged with a sound, 
far-reaching and generally optimistic view of 
America’s next twenty years. 


HARPER & BROTHERS *! 49 EB. 33d St. N. Y. 16 
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—Spring 19357 


Corporate Finance 


F, Donatpson, The Ohio State University 


Just Published. This new textbook 
by a well-known authority presents a 
complete picture of principles un- 
derlying the modern business cor- 
poration’s financial policy and prac- 
tice. Stressing management's view- 
point, it gives the best legal and ac- 
counting advice on corporate finan- 
cial policy. Fully discusses taxation 
and its impact on the corporation and 
owners. Covers in lucid style the 


forms of business organization, cor- 
porate structure, promotion and 
nancing by securities, expansion and 
combination, reorganization, receiv- 
ership, dissolution. Also treats short- 
intermediate-term financing; 
surplus; depreciation; reserves; divi- 
dend policies. Case analyses, ques- 
tions, problems throughout. Teach- 
er’s manual available. 34 ills., tables; 
876 pp. 


The Stock Market—2nd Ed. 


CGeonce L. Lerrten, Pennsylvania State University 


Newly Published. The Second Edi- 
tion of this outstanding textbook ex- 
plains all the current operations, 
functions, and complexities of the 
stock market. Completely up-to-date, 
it covers basic principles of invest- 
ment and speculation, progressing to 
the most complicated investment and 
trading techniques. New material on 
investment merits of securities, con- 


Principles of 


Statistical 


Ready in March. Oriented around 
modern statistical inference, this 
well illustrated, comprehensive text- 
book is carefully designed to illus- 
trate for the beginning student the 
practical uses and applications of 
statistical analysis in business and 
economics. Simply and clearly, the 
book covers such topics as the use 
of sources, sampling methods, tab- 


THE RONALD PRESS COMPANY «+ 


struction and management of security 
portfolios, investing and trading in 
common stocks, and leading trading 
plans. Analyzes stock prices, the 
market's economic functions, federal 
regulation of the securities business, 
and chief relationships between a 
customer and his brokerage house. 58 
ills., tables; 626 pp. 


Analysis 


Samuev B, Ricumonp, Columbia University 


ulation, descriptive statistics, index 
numbers, and forecasting and deci- 
sion making. No mathematical train- 
ing beyond simple algebra is as- 
sumed. The few mathematical tech- 
niques needed are introduced at the 
point of use. Book features a Glos- 
sary of Equations included in the 
complete appendixes. 175 ills. ta- 


bles; 450 pp. 
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A Selection of Texts in 
Economics and Business Administration 


AMERICAN CAPITALISM—Revisep Srconp EpiTIon 
John Kenneth Galbraith 


INTRODUCTION TO ACCOUNTING 
Robert R. Milroy 
Geoffrey L. Carmichael 


MANAGEMENT: Principces, PRACTICES, PROBLEMS 
Henry G. Hodges 


THE INTERNATIONAL ECONOMY 


Walter Krause 


PRINCIPLES OF POLITICAL ECONOMY 
Carroll R. Daugherty 
Marion R. Daugherty 
Two VoLuMEs, EAcH 


BUSINESS CYCLES 
Earl C. Hald 


METHODS OF STATISTICAL ANALYSIS 


IN ECONOMICS AND BUSINESS 
E. E. Lewis 


MANAGING SECURITIES: 


THE Basic PRINCIPLES OF INVESTMENT 
Sidney M. Robbins 


MONEY AND ECONOMIC ACTIVITY: 
A SELECTION OF READINGS 
Lawrence S. Ritter 


RECENT CASES AND MATERIALS IN BUSINESS LAW 
Claude W. Stimson 
Joseph Lazar 


HOUGHTON MIFFLIN COMPANY 
Boston 7 New York 16 Chicago 16 Dallas 1 Palo Alto 
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OUR AMERICAN ECONOMY: AN INtRopuctory Course 


A Stimulating NEW 3rd Edition 


ECONOMICS: 


PRINCIPLES AND APPLICATIONS 
By J. H. Dodd, Ph.D., and C. W. Hasek, Ph.D. 


Here is a careful, extensive revision of a book that has been used in over 400 
colleges and universities. Many important changes have been made, including a 
re-arrangement and addition of chapters. A separate chapter is now devoted 
to the national product and to national income. A new part, Fluctuations 
and Stability of the National Income, consists of three chapters—Fluctuations 
in the National Income; Consumption, Savings, and Investment; and Methods 
of Achieving Economic Stability. 

ECONOMICS; PRINCIPLES AND APPLICATIONS, Third Edition, is bal- 
anced between microeconomics and macroeconomics and between economic 
theory on the one hand and applied economics on the other. It is especially de- 
signed for student understanding. 


SOUTH-WESTERN PUBLISHING CO. 
(Specialists in Business and Economic Education) 
Cincinnati 27 New Rochelle, N.Y. Chicago 5 San Francisco 3 Dallas 2 
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Announcing .. . 


... A provocative new study of differences in industrial 
productivity ... 


BRITISH AND AMERICAN MANUFACTURING 
PRODUCTIVITY 


by MARVIN FRANKEL 


This study ... 


. provides on a comparative basis postwar productivity estimates 
for 34 British and American manufacturing industries. 


. assesses the influence of various factors on these productivity 
differences and considers their relative importance. 


. examines long-term productivity trends and prospects for future 
growth. 


135 pages $1.50 a copy 


BUREAU OF ECONOMIC AND BUSINESS RESEARCH 
UNIVERSITY OF ILLINOIS URBANA, ILLINOIS 
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Provides a clear, indecision-free approach to 


PRINCIPLES and PROBLEMS 
of MODERN ECONOMICS 


By William A. Koivisto, San Jose State College 


The major aim of this book is to help readers to think logically 
and systematically about economics. On the one hand it deals with 
traditional problems and principles; on the other, it introduces the 
reader to the elements of modern economic theory. 

The author has organized his work around three major eco- 
nomic problems: instability, inefficiency, and inequality. Each of 
these problems is given equal emphasis; each is approached initially 
from the point of view of its historical background. With Adam 
Smith, for example, comparative advantage and the division of 
labor are presented. Ricardo, Hobson and Mill introduce the prob- 
lem of distribution. The concepts of boom and bust are treated via 
the works of Malthus, Marx, Hobson and Keynes. 


Unlike a good many texts on the introductory level, this book 
explores economic ideas and economic terminology gradwally. A 
clear, common-sense description of the situation under considera- 
tion is given first. The phenomenon is then described in the 
language economists use. Finally, the idea is spelled out—and 
firmly fixed—by the use of a numerical example and/or diagram. 


Principles and Problems of Modern Economics is not unlike 
a carefully plotted novel. It has a story line. Each idea, each prob- 
lem discussion, builds on what has been learned previously. This 
produces a better retention of ideas and gives the work a desirable 
sense of continuity. The approach is concise and interesting. It 
allows the reader to move forward confidently to an intelligent 
understanding of the basic aspects of the subject. 


1956. 834 pages. $6.00. 


1560 YEARS 


‘ho, Send for an examination copy. 
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PRINCIPLES of MARKETING 


Tueopvore N. Beckman, H. Maynarp, and 
R. Davioson—all The Ohio State University 


Ready in March. The outstanding 
textbook in the field, Principles of 
Marketing—Sixth Edition—surveys 
the subject from a social point of 
view, giving students a basic under- 
standing of the entire scope of mod- 
ern marketing. Incorporating new 
material on such topics as shopping 
centers, discount houses, nonstore re- 
tailing, vending machine merchan- 
dising, etc., the book gives increased 
stress to the dynamics of marketing. 
Clearly and forcefully, it introduces 


the student to marketing’s basic 
principles and provides an enlighten- 
ing analysis of consumers and their 
characteristics. It discusses retailing 
institutions, analyzes each of the 
fundamental marketing functions, 
examines selected major marketing 
policies, and details important social 
aspects of marketing. Includes many 
new questions and problems. Teach- 
er’s manual available. 33 ills., tables; 
787 pp. 


SALES MANAGEMENT Edition 


Hagovp H, Maynarp and James H. Davis 
—both The Ohio State University 


Just Out. Third Edition of this 
highly teachable textbook evaluates 
the principles, procedures, and poli- 
cies of scientific sales administration. 
The functions of the sales executive 
are covered clearly and in detail. 
Book employs specific examples from 
the best current sales practice to il- 
lustrate the basic principles under- 
lying sales organization, training and 


operation of a successful sales force, 
market research and sales forecast- 
ing, and distribution costs and 
budgets. Stresses the development of 
the sales manager as a major mar- 
keting executive. Explains use of 
break-even analysis in sales plan- 
ning; includes many new case prob- 
lems and questions. Teacher’s manual 
available. 52 ills., tables; 666 pp. 


ADVERTISING MEDIA 


* Creative Planning in Media Selection 


Lynvon O. Baown, Dancer-Fitzgerald-Sample, Inc.; 
Ricuarp S. Lesster, Grey Advertising Agency, Inc.; and 
M. Wemusacuer, Dancer-Fitzgerald-Sample, Inc. 


Ready in April. How the media 
decision-making process works. This 
new textbook shows how to formu- 
late marketing strategy for advertis- 
ing media both as a statement of 
future intent and as a regulator of 
media decisions. It summarizes media 
research, interprets important media 
characteristics, and outlines the basic 
competitive marketing and media 
factors which affect strategies and 


selections. Fully discusses: measure- 
ment of audiences of various media; 
the nature of exposure to successive 
medium units; the qualitative char- 
acteristics of media audiences; vari- 
ous bases upon which budgets can 
be determined; internal medium fac- 
tors; media prices and the determina- 
tions of relative medium efficiency. 
94 ills., tables; 370 pp. 


THE RONALD PRESS COMPANY 
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Economic and Social Security 
* Public and Private Measures Against Economic Insecurity 


Joun G. Turneutt, Jr. and C. 
—both University of Minnesota; and 
Eant F. Cuert, St. Louis University 


Ready in March. This new, care- 
fully planned textbook builds a set 
of analytica] devices which are used 
to evaluate the private and social in- 
surances and assistances involved in 
such problems as old age and death, 
occupational disability and non-occu- 
pational illness, unemployment, and 
sub-standard working conditions. 
Throughout, emphasis falls on prin- 


ciples and the student’s understand- 
ing of them. Written within a sound 
economic frame of reference, the 
book also treats the social and po- 
litical consequences of those pro 
grams designed to alleviate, prevent, 
and regulate economic insecurity. It 
thoroughly appraises the programs, 
offering suggestions for their im- 
provement. 75 ills., tables; 542 pp. 


Commercial Credit and Collection 


Practice—2nd Edition 


Wartrous H, Irons, President, Federal Reserve Bank, Dallas; 
and Dovucras H. Bettemore, New York University. 
Revised by Douctas H. Be_temone 


Ready in April. This new textbook 
offers a comprehensive treatment of 
the fundamentals and principles un- 
derlying sound credit and collection 
practice. In specific illustrations, the 
techniques of analysis are developed 
and carried through to practical de- 
cisions. More teachable Second Edi- 
tion includes an entirely new section 
of consumer credit. Particular atten- 


tion is focused on the role of the 
federal government and the Federal 
Reserve System in the areas of credit 
control and counter cyclical policy. 
Book stresses accurate evaluation of 
credit risks and analysis of available 
credit data for making sound credit 
management decisions. New ques- 
tions and problems follow each chap- 
ter. 171 ills., tables; 742 pp. 


Principles of TRANSPORTATION 


Frank H. Mossman, Michigan State University; and 
Newton Morton, Kent State University 


Just Published. A new and highly 
teachable approach to the basic prin- 
ciples and practices of transportation. 
This well-balanced college textbook 
covers the entire field of modern 
American transportation, stressing 
both its economics and administra- 
tion. It offers new and unique cover- 
age of the internal organization and 
operations of modern carriers. Pre- 
sents the carrier in its over-all eco- 


nomic setting and treats—with equal 
emphasis——all the different types of 
carriers, their economics, regulation, 
operation, and management. Discus- 
sions are soundly built on funda- 
mental economic principles. A final 
section deals with transportation 
policy on a national level. Selected 
problems are included. 32 ills., 
tables; 510 pp. 
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ORIENTAL DESPOTISM 
A. WITTFOGEL 


‘This long-awaited study of the sources and character of Oriental despotism 
has already been hailed by competent scholars as a work of first importance 
and regarded as one of the basic documents on the anatomy of total 
power. Professor Wittfogel presents here his theory that the peculiar forms 
of Oriental despotism—not limited to the Orient—had their origin in 
societies where irrigation was a matter of life and death to the people and 
their crops, and control of the water-courses was in the hands of the ruler 
and his bureaucracy. $7.50 


at your bookseller 
YALE UNIVERSITY PRESS New Haven 7, Connecticut 


a theoretical approach 


to 
INTERNATIONAL ECONOMICS April 22, 
H. Austin Peck, University of Maine 1987 
FEATURES: 
700 pps. Thorough and direct treatment of all the basic theoretical 
principles ... 


Up-to-date principles of national income analysis . . . 


Discussion of trade controls, including state trading and the 
foreign trade of the Soviet Union... 


Major problems of the post-World War Il economy and of 
the programs and institutions devised to meet these prob- 
lems... 


$6.50 
lest.) 


THOMAS Y. CROWELL CO., New York 16, N.Y. 
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WOMANPOWER 


NATIONAL MANPOWER COUNCIL. The presence of twenty million 
women in paid employment in the United States has a high importance for 
the nation’s economy, the family, and the individual. The Council’s recom- 
mendations deal with ways of improving the development and effective 
utilization of the nation’s womanpower resources. $5.00 


THE RISE AND FALL 
OF CIVILIZATION 


SHEPARD B. CLOUGH. In this study of the relationship between economic 
growth and levels of civilization, the author shows that throughout history 
peaks of civilization have been reached only after peaks of material well- 


being have been achieved. $4.75 


WAGE INCENTIVES 


WILLIAM B. WOLF. The use of wage incentives as a managerial tool is 
examined here through an analysis of twenty-six wage incentive systems. 
On the basis of his findings, the author provides a list of sound principles 
as a guide for administrators. $3.50 


THE ECONOMICS 
OF THE FUR INDUSTRY 


VICTOR R. FUCHS. The present status of the fur industry—from raw fur 
production to the retailing of fur garments—is analyzed by the author, with 
special attention given to fluctuations in prices, production, and sales, and 
to the failure of the industry to grow with the economy. $5.00 


LENIN ON TRADE UNIONS AND 
REVOLUTION, 1893-1917 


THOMAS TAYLOR HAMMOND. This volume examines Lenin’s attitude 
toward labor unions under capitalism. The author shows that Lenin wanted 
to use unions as “front” organizations but feared their success might frustrate 
communist plans for world revolution. ° $3.50 


COLUMBIA UNIVERSITY PRESS 


2960 Broadway, New York 27, N. Y. 
Publishers of THE COLUMBIA ENCYCLOPEDIA 


Please mention Tue American Economic Review When Writing to Advertisers 


OXFORD ECONOMIC TEXTS Spring 1957 


ESSAYS IN THE 
THEORY OF ECONOMIC GROWTH 


By Evsey D. Domar, The Johns Hopkins University 


These essays are a leading contribution to the theory of economic growth. 
Of this collection of nine of Professor Domar’s most significant essays, eight 
have appeared in leading economic journals. The ninth article, entitled “A 
Soviet Model of Growth,” 
and with Professor Domar’s foreword, was written specifically for the collec- 


is being published for the first time in this volume, 


tion. 


282 pages 15 charts $4.50 


Recently published 
A REVISION OF DEMAND THEORY 


By J. R. Hicks, University of Oxford 
206 pages 1956 $3.75 


OXFORD UNIVERSITY PRESS, Ine. 
114 Fifth Avenue, New York 11 


This extraordinary, plainly writ- 


a new and ten book by a banker and econ- 
° omist will not be welcomed by 
provocative advocates of state economy. It is 
a remarkable book in the scanty 

answer to field of anti-Keynes literature— 
. one of the very few essays which 

free spending gives a presentation of “General 


Theory.” 


and government 
With consummate skill, Dr. Hahn 
controls eee presents a logical, down-to-earth 


approach to economic reality. 
Starting with a model of the sta- 
tionary economy, he progresses 
COM MON to a changing economy —first with 
an inelastic, then with an elastic 
monetary system. He includes a 
EN SE precise, thoughtful review of busi- 
ness cycles and many practical 
conclusions with regard to their — 
fluctuations, as well as stock mar- 


ECONOMICS 


COMMON SENSE ECONOM- 

ICS is unusual because it gives 

by L. Albert Hahn an analysis along classical lines 
combined with a searching critique 

of Keynesian theories. It is a 

404 FOURTH AVENUE, must as collateral reading for the 


ABELARD-SCHUMAN LTD. NEW YORK, N.Y student of economics. 
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Books 


BUSINESS REPORTS 


By C. R. Anperson; Atta G. Saunpers; and Francis W. Weexs, all with the University of 
Illinois, Third Edition, Ready in April 
This long-awaited revision covers the techniques of both investigation and presentation-—from the 
origin of the commission, through planning, collecting data, organizing, and presenting the final 


report. It meets the need both of schools that recognize the need for a functional writing approach 
and of business, for better reports. Each chapter has been completely rewritten. 


COMMON SENSE IN BUSINESS: A Digest of Management 
Procedures 


By J. Seton Gray, Fuller Manufacturing Company. 136 pages, $3.50 


A concise, common-sense treatment of the ten major problems that confront all business ventures 
large and small, and how they must be coordinated and solved to achieve success. Mathematics and 
technical material is kept at a minimum, The book covers the areas of management, finance, selling, 
engineering and development, operations, direct labor costs, materials cost, overhead, sales and ad- 
ministrative costs, 


HOW TO WRITE BETTER BUSINESS LETTERS 


By Earre A. Bucxiey. New Fourth Edition. 280 pages, $4.00 


Explains the principles involved and the procedures to follow in preparing and dictating effective 
business letters. Analyzes sales, inquiry, complaint and collection, application, routine . . . practically 
every kind of letter, with step-by-step instructions in readable style and many illustrative examples. 
Includes discussions of the motives which make people act, special letter pave < Msn different kinds of 
prospects, testing, and the writing of everyday dictated letters. 


MANAGEMENT GUIDE TO OVERSEAS OPERATIONS: 
Opportunities and Responsibilities 


By Daw H. Fann, Jr., Assistant Editor, Harvard Business Review. $4.50 


A well-organized, compact summary of the principal issues which face the American firm in the 
foreign field. With a wealth of case histories, it contains the best and most enlightened business 
thinking on overseas operations. The student of international affairs who wants to find out what 
American business is thinking and doing about its overseas responsibilities and opportunities should 
find this book useful. 


ACCOUNTING FUNDAMENTALS 


By Grorce A. MacFariann, University of Pennsylvania; Ronert D. Avans, University of 
Pittsburgh; and Stone, University of Pennsylvania. McGraw-Hill Accounting 
Series. Third Edition. 630 pages, $6.50 

| 

Completely revised and improved, this elementary accounting text can be used either as a sound | 
basis for further accounting study, or by nonmajors as a terminal course. Every effort has been | 
made to define each accounting work, phrase and principle, with the terminology completely revised, | 
and all accounting treatments aligned with the latest accepted good practices, New chapters have | 
been added on accounting for payroll and payroll taxes, plus 297 new problems. al 


Send for copies on approval 


McGRAW-HILL BOOK COMPANY, INC. 


330 WEST 42no STREET, NEW YORK 36, N.Y. 
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have you examined these fine texts? 
widely and enthusiastically adopted 


JOSEPH SHISTER’S 


ECONOMICS OF THE READINGS !N LABOR 
LABOR MARKET— ECONOMICS AND 
2nd Edition INDUSTRIAL RELATIONS— 


2nd Edition 


Completely revised and reset edition with a 


thorough and analytical account of recent Twenty-Three New selections added—ed- 
labor developments. A fine integrated treat- dressed to new and unresolved labor issues, 
ment of institutional behavior and economic and based on recent research in the industrial 
analysis. relations field. 


available as or companion 


individual volumes 


write to 


J. B. LIPPINCOTT COMPANY 
333 W. Lake St., Chicago, Ill. E. Washington $q., Philadelphia, Pa. 


Malthus dethroned: an important new book on food, population— 


“A first class work," says Lord John Boyd Orr, “Its main feature, apart 
from proof that the earth could support several times its present popula- 
tion, is the account of the exploitation of the natives of the poverty- 
stricken countries in the interests of big business concerns." 


MUST MEN STARVE? 


The Malthusian Controversy By JACOB OSER 


"For his courage, candour, his controlled concern, and the conviction he 
carries, the author, Associate Professor of Economics at the Utica College 
of Syracuse University, has fully earned our accolade as author of t 
most thought-provoking Book of the Month."—Andrew Boyle 


"In this now small world great wealth and abysmal poverty cannot exist 
side by side without social unrest and revolution. The facts brought to- 
gether in this well-documented book deserve the close attention of gov- 
ernments.''"—The London Times Literary Supplement 


$4.50 at all booksellers 
Abelard-Schuman Limited, 404 Fourth Ave., New York 16, N.Y. 
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Now, through TIAA’s new MAJOR MEDICAL EXPENSE INSURANCE, 
colleges can help free their staff members from concern over the financial 
problems of medical care for themselves and their families. 


TIAA MAJOR MEDICAL is issued on the Group basis and can be 
added to a “‘base plan” such as Blue Cross-Blue Shield or designed to 
provide the entire medical expense insurance program at the college. 


Colleges, universities, independent schools, and certain foundations 
and other nonprofit educational or research institutions are eligible 
whether or not they now have a TIAA retirement or insurance program. 


To learn more about this important protection, complete and return: 


Teachers Insurance and Annuity Association 
522 Fifth Avenue, New York 36, New York 


| 

| Please send information on MAJOR MEDICAL EXPENSE INSURANCE to: 
Name 
| Title 
| Employing Institution ins 


Address 


| 
| 
| 
| 
| 
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ready this spring: 


Richard E. Mulcahy 
READINGS IN ECONOMICS FROM FORTUNE, 


Revised 

John R. Craf Marshall Dimock 
AN INTRODUCTION BUSINESS AND 
TO BUSINESS GOVERNMENT 
Third Edition 

Paul Sultan E. Bryant Phillips 
LABOR ECONOMICS CONSUMER 
ECONOMICS 


William M. Fox 


READINGS IN PERSONNEL MANAGEMENT 
FROM FORTUNE 


383 Madison Avenue 


HENRY HOLT AND CO. | 
New York 17, New York 
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UNIVERSITY 
PRESS 


The Measurement and Behavior of Unemployment 


A Conference of the Universities-National Bureau Committee for 
Economic Research 


Here is a comprehensive exploration of the abundant statistics on unemploy- 
ment. In eleven papers, contributors discuss the meaning and measurement of 
unemployment and full employment and the behavior of unemployment in the 
United States, nine other Western nations, and the USSR. Also included are 
comments on the papers by experts in the field and an Introduction which puts 
the volume in perspective. Published for the National Bureau of Economic 
Research. 600 pages. Charts. $7.50 


Problems of Capital Formation 


Concepts, Measurement, and Controlling Factors 
By the Conference on Research in Income and Wealth 


The fifteen papers here, by Bert Hickman, Ruth Mack, Franco Modigliani, 
Robert Eisner, and others, add much to our understanding of private capital 
formation and of its major components—plant and equipment, residential con- 
struction, and changes in inventories. Studies in Income and Wealth, Volume 
Nineteen. Published for the National Bureau of Economic Research. 


Typewritten, offset. 608 pages. Charts. $7.50 


The Growth of Public Employment in Great Britain 
By Moses Abramovitz and Vera Eliasberg 


Here is an important study of the growth of government as shown by its em- 
ployment. The authors survey nineteenth century developments, systematically 
trace the trends from 1891 to 1950, and, finally, they compare the experience 
of Great Britain with that of the United States, The value of the work is height- 
ened by the fact that the authors sketch in the intellectual, political, and economic 
context, and help to account for their findings by presenting tentative hypothe- 
ses. Published for the National Bureau of Economic Research, 

165 pages. Charts. $3.75 


Order from your bookstore, or 
PRINCETON UNIVERSITY PRESS, Princeton, New Jersey 
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OXFORD books of exceptional interest 


United States Imports and 
World Trade 


by HENRY G. AUBREY 


A new approach to the solution of the “dollar problem.” A 
survey of general economic conclusions is followed by a series 
of projections on the prospects for greater American imports 
during the next twenty years. Included is the evidence on which 
the author’s estimates are based. $3.40 


Central Banking after Bagehot 


by R. S. SAYERS 


In the light of English experience after Bagehot’s Lombard 
Street, these papers discuss: possibilities of central banking in 
underdeveloped countries; reserve ratios; the theoretical basis 
of central banking; bank rate policy; and relating to the Bank 
of England: its constitutional position, open market operations, 
and control over volume bank deposits. 


$2.90 


Sterling-Dollar Diplomacy 
Anglo-American Collaboration in the Reconstruction 
of Multilateral Trade 
by RICHARD N. GARDNER 


Roy Harrod says in his Foreword “This book casts fresh light 
on recent events... . It... should be read and pondered by 
everyone vitally concerned with the conduct of public affairs.” 
“A thorough, scholarly and well-written study in .. , “interna- 
tional economic diplomacy”—Foreign Affairs $6.75 


The Sterling Area 
in the Post War World 


Internal Mechanism and Cohesion 1946-1952 
by PHILIP W. BELL 


This is the first truly systematic survey of the nature and finan- 
cial mechanism of the sterling area. Text figures. $10.10 


At all bookstores 


Le OXFORD UNIVERSITY PRESS, Inc. 114 Fifth Avenue, New York 11 


Please mention Tue American Economic Review When Writing to Advertisers 


per! 
iF 
| 
| 
7 
4 


This Distinguished 100th Volume 
Celebrates the 50th Anniversary of the 
HARVARD ECONOMIC STUDIES 


Economie Concentration 
and the 
Monopoly Problem 


By EDWARD S. MASON 
Foreword by John Kenneth Galbraith 


In the thought-provoking papers brought together in this 
stimulating new book, Dean Mason reviews the course of 
economic thinking on the problems of monopoly in the last 
15 to 20 years. In clear and readable terms, he discusses the 
large firm in the American economy and the various alleged 
effects of economic concentration on competition; the be- 
havior of prices and wage rates and its consequences in the 
cycle; and the raw materials problem in relation to economic 
growth and national security. The informed reader who is 
concerned with public policy in these matters will thoroughly 
enjoy this lively presentation. $6.00 


American Industry and the 
European Immigrant, 1860-1865 


CHARLOTTE Erickson describes the part American industry 
played in the recruitment—from all nations—and distribu- 
tion of immigrant labor. She reveals the small extent to which 
contract labor was actually used in the period following the 
Civil War. Included is the first published analysis of the 
American Emigrant Co., and much other new material. 
$4.75 


Through your bookseller, or from 


HARVARD UNIVERSITY PRESS 
79 Garden Street, Cambridge 38, Massachusetts 
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An introduction to the various business 
functions within a framework of Amer- 
ican business as a dynamic process... 


| 


Introduction to American Business 
Ferdinand F. Mauser and David J. Schwartz, Jr., Wayne University 
“An excellently written text which enables the beginning student 


to acquire a solid foundation in the field of business.” Paul 
Huddleston, University of Wisconsin, Milwaukee Extension 


A fresh approach to the subject, with | 
emphasis on the theory and philosophy 
of personnel management... | 


Personnel Management 


A Human Relations Approach 
William H. Knowles, Michigan State University 


ee “A competent text, which includes some of the latest contributions 
3 of economics, psychology, and industrial sociology.’’ Monroe 
Berkowitz, Rutgers University 


A critical evaluation of current prac- | 
tices, with constructive suggestions for 


4 improving consumer buying habits... 

- Economics For Consumers Third Edition 
a: Leland J. Gordon, Denison University 


. “Comprehensive, provocative, philosophical, yet practical—still 
my first and only choice.” Byron Johnson, University of Denver 


correct $5 Avenue, New York 3, New York 
pivision American Book Company 
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Mi. Graw-Hill ™ ounces 


a thoroughly revised New Third Edition 
of 
ECONOMICS 


An Introduction to Charles V. Kinter 
Principles and Problems All with Northwestern University 


NEW THIRD EDITION READY IN APRIL 


A thorough revision and reorganization of an introductory economics 
text... a text clear in expression, logical in organization, and direct in 
approach. Its purpose is to give beginning students an understanding of 
the nature of economic activity and economic organization. Emphasis is 
on the operation of a free enterprise system and on the application of 
the knowledge thus gained to the U.S. economy. 


Contents 


Part One . . . FOUNDATIONS OF ECONOMIC LIFE 


1. The Nature of Eco- 4. Population, Resources, 
nomic Activity and Technology 

5. Production 

6. The Role of the Con- 

3. The American Economy sumer 


b 
Myron H. Umbreit 
Elgin F. Hunt 


MAJOR CHANGES 


** Much of the old ma- 
terial has been exten- 
sively rewritten for 
greater clarity. 


The treatment of 
price and distribution 
theory has been con- 
siderably reduced. 


An entire new sec- 
tion, Part IV, con- 
taining a number of 
chapters dealing with 
modern economic 
problems. 


2. Economic Organization 


Part Two ... INCOME, MONEY, AND EMPLOYMENT 


7. The National Income 12. Money, the Price Level, 
8-9. Determination of in- and Employment 
come & Employment 
10. Money and Its Func- 
tions 14. Government Policies To 
11. The Money Supply and Secure and Maintain 
the Banking System Full Employment 


13. Economic Instability 


Graphic material has 
been extensively re- 
vised and improved, 
with the addition of 
new graphs. 


Problems are now 
included in a new 
STUDENT WORK- 
BOOK, with each 
chapter concluding 
with o@ set of review 
questions, a sum- 
mary, and a list of 
selected readings. 


Part Three . . . THE DETERMINATION OF PRICES AND 
THE DISTRIBUTION OF INCOME 

15. Price Determination un- 
der Competition fect Competition 

16. Costs of Production and 18. Distribution of Income 
Supply 19. Economic Inequality 


17. Monopoly and Imper- 


Part Four... SOME MAJOR PROBLEM ARIAS 


20. Public Finance tion 
21. The Labor Problem 25. The Economics of Agri- 
22. Social Security and the culture 
Problem of Personal 26. International Economic 
Hardship Relations 
23. The Monopoly Problem 27. Socialism, Communism, 
24. Public Utility Regula- and Capitalism 


Send for a copy on approval 


| McGRAW-HILL BOOK COMPANY, INC. 


| 330 West 42nd Street 


New York 36, N.Y. 
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Money, Banking, 


and National Income 


by J. Whitney Hanks 
and Roland Stucki 


University of Utah 


“As readable a book in this area as I have seen. 
Issues clearly stated.”—John Garwood, Fort Hays 
Kansas State College 


“Organized in a logical manner. Written in a 
clear and interesting manner. Should prove to be 
a popular text in an area in which many changes 
are constantly taking place.’—Harold A. Staine, 
Carson-Newman College 


“T like this book very much and I expect to use 
it as the textbook in a course of this kind.”"—Lyder 
L. Unstad, Susquehanna University 


6% x 94. 523 pp. 30 figs. $6.00 text 


ALFRED A. KNOPF, Publisher 
501 Madison Avenue College Department New York 22 
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Just published— 


send for examination copy 


THE AMERICAN ECONOMIC SYSTEM 
An Analytical Approach to Public Policy 


by Emanuel T. Weiler, Purdue University and William H. Martin, 
Pennsylvania State University 


Emphasizing the structure and flow of a fully developed market 
system, this flexible text contains a logical explanation of the American 
economy. The authors build a solid foundation in basic principles with 
the purpose of showing the nature of an economy and the interrelation- 
ship of its various parts. With this background the student can more 
fully appreciate the issues facing the development of intelligent public 
policy in the following areas—economic stability, long-term growth, 
the distribution of income, business monopoly, labor, agriculture, and 
international trade. 


". . . I feel that this mansucript is, on the whole, superior to most 
texts from the point of view of integrating ideas for the student. This 
is particularly true in the section on the pricing mechanism. The authors 
are on a very fruitful line of development in connection with their 
use of the circular flow mechanism as an integrating device, It has the 
capacity .o handle both the pricing mechanism and the income mecha- 
nism, Why some textbook writer did not move in this direction sooner 
is beyond me.” 

—-a professor who read the manuscript 


An unusually thorough and imaginative workbook has been prepared by 
Professor Weiler and Professor Howard Hoag of Purdue University to 
accompany the text. 


The Macmillan Company 
60 FIFTH AVENUE, NEW YORK 11, N.Y. 
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THE NEW, FIFTH EDITION 


PRINCIPLES OF ECONOMICS 


BY RAYMOND T. BYE, University of Pennsylvania 


PLANNED and organized to meet the needs either of 
short courses that do not want advanced theory but 
do want some policy considerations, or of longer 
courses that want fuller development of theory. 


BROADENED to include important applications of - 
theory to present-day problems of policy. 


DEALS more fully with aggregative economics, 
synthesized with the neo-classical in a balanced 
treatment. 


WRITTEN with extraordinary lucidity, with step-by- 
step reasoning from the simple to the more difficult. 


STRICTLY UP-TO-DATE, the book covers such newer 
developments of theory as long-run equilibrium for 
the firm, national income and its measurement, deter- 
mination of the level of income, economic growth, the 
stagnation theory, indifference curves, oligopoly pric- 
ing, monopolistic wage determination, the terms of 
international trade, etc. 


Large royal octavo, 691 pages, $5.75 


WORKBOOK for BYE’S PRINCIPLES OF ECONOMICS 


BY RAYMOND T. BYE and ROBERT R. BARNES 


A wealth of question and problem material keyed, 
chapter by chapter, to the Fifth Edition of PRINCIPLES 
OF ECONOMICS. Included are essay and discussion 
questions and objective test questions of three kinds, 
as well as exercises in constructing tables and draw- 
ing graphs. 


310 pages, perforated worksheets, $2.75 


APPLETON -CENTURY-CROFTS 
35 West 32nd Street New York 1, N.Y. 
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OPERATIONS 
RESEARCH 


Operations research is a fast growing and practical 

science attracting some of the best brains in the 

country. Its future is unlimited. If you want to join 

a group of pioneers in this exciting field, we invite 

you to investigate the openings on our staff. 

On our part we offer: 

1. A record of experience in operations research, 
out-distanced by perhaps no other organization. 

2. A scrupulously maintained professional ap- 
proach and atmosphere. 

3. The team approach to problem solving. On each 
team are representatives of varied disciplines — 
sometimes three, occasionally as many as a dozen, 

. Fully equipped digital and analog computing 
facilities. 

. ORO occupies several buildings in Chevy Chase, 
Maryland, one of America’s most attractive 
suburbs. Pleasant homes and apartments in all 
price ranges are available. Schools are excellent. 
Downtown Washington, D. C. with its many 
cultural and recreational advantages is but a 
20-minute drive. 

. Favorably competitive salaries and benefits, ex- 
tensive educational programs, unexcelled leave 
policy. 


FOR DETAILED INFORMATION, WRITE: 
Dr. L. F. Hanson 


OPERATIONS RESEARCH OFFICE 


[ORO) The Johns Hopkins University 


7ICO CONMMECTICUT avenve 
CHEVY CHASE 16, MARYLANO 
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INTERNATIONAL LABOUR REVIEW 


(Issued monthly since 1921) 


Covers a wide variety of subjects relating to labour and provides 
a means of following social and economic progress throughout the 
world. A supplement, inserted in each number, contains statistics 
of employment, unemployment, consumer prices, wages, hours of 
work, etc. 

A specimen copy of the Review and a catalogue of International Labour 
Office publications will be forwarded on application to the International 


Labour Office, Geneva, Switzerland, or to the Washington Branch Office 
of the I.L.0., 917 15th St., Washington 5, D.C. 


The International Labour Review may also be obtained from the publishers 
in the United Kingdom, Messrs. George Allen and Unwin Ltd, Ruskin 
House, 40 Museum Street, London, W.C.1. 

Annual subscription: $6.00 Single copies: 60 cents 


(Published in English, French and Spanish editions) 


INTERNATIONAL ECONOMIC PAPERS 


No. 6, 1956 
Translations prepared for the International Economic Association 
CONTENTS 

The Law of Markets Prior to J.-B. Say and the Say-Malthus Debate ..PAUL LAMBERT 
Revue d'Economie Politique, 1952 

On the Reasons for a Rate of Interest ...+..-GUY ARVIDSSON 
Ehonomish Tidshrift, 1953 

On a Particular Aspect of Consumption Taxes ... er ...+...MAURO FASIANI 
Riforma Sociale, 1990 

A New Theory of International Trade titeradders ...AUGUST LOSCH 
Weltwirtschaf{tliches Archiv, 1939 

On Choosing between Investment Projects ... ...V. V. NOVOZHILOV 
Transactions of the Leningrad Industrial Institute, 1939, and 
Transactions of the Leningrad Polytechnic Institute, 1946 

On the Theory of Economic Planning Tr ; .. HERBERT ZASSENHAUS 
Zeitschrift fir Nationalékhonomie, 1934 

Developments in the Danish Money and en Markets, 1948-1953 . 

-HEINRICH SC HLEBAUM LARSEN 

Nationalokonomish Tidsskrift, 1954. 

The Principles of Railway Rates for Passengers ................4... -GUSTAV CASSEL 
Archi fiir Eisenbahnwesen, 1900 

Money and the Social Product .. JOSEPH A. SCHUMPETER 
Archiv fur Soztalwissenschaft und Sozialpolitik, 1917/18 


London New York 
Macmillan & Co. Ltd. The Macmillan Company 
A special price of $2.80 net, plus 12 cents postage, has been arranged in co-operation with The Mac- 
millan Company tor members of the American Economic Association. Purchases at the special rate 
may be made by piecing | an order with Dr. James Washington Bell, Secretary, American Economic Asso- 
ciation, Northwestern University, A covering check, made out to The Macmillan Company, must 
accompany the order. 
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AN INTRODUCTION TO ANALYSIS AND POLICY 


An enormously successful basic text 
now better than ever 
Revised for maximum teachability 
and the latest developments 
in economic analysis and policy 


SOLD OVER 100,000 COPIES IN THREE YEARS 


| 
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A tremendous success record for first edition 


ECONOMICS: 


AN INTRODUCTION TO ANALYSIS AND POLICY 
2ND ED.-1957 by G. L. Bach, Carnegie Institute of Technology 


e FOCUS ON THE THEME OF ECONOMIC GROWTH AND DEVELOPMENT. Problems 
and policy issues concerning economic growth emphasized throughout. 

e THREE EXTENSIVE NEW CHAPTERS: “Foundations of Economic Progress,” 
“Economic Growth in America,” “The Underdeveloped Countries”. 

e NEW SECTION ON MACRO-ECONOMICS, merging neo-classical and Keynesian 
analysis in the light of post-war experience 

e REARRANGED MATERIAL brings public policy sections in all cases into CLOSER 
JUXTAPOSITION with the analytical sections on which they rest. 

e MICRO-ECONOMICS SECTION COMPLETELY RE-WRITTEN so it can be taught 
either with or entirely without the traditional short-run marginal cost-marginal 
revenue “theory of the firm”. 

e Completely UP-DATED, including figures, examples and policy problems. 

e THREE ONE- SEMESTER COURSE OUTLINES follow Table of Contents: for courses 
including macro- and micro-economics; emphasizing macro-economics; or 
emphasizing micro-economics. 


e TEACHER'S MANUAL, suggesting problems and teaching approaches, will be 
available upon adoption. 


Approx. 832 pp. 6° x 9°, Publ. March 1957, Text list $6.75 


e SEE BACK COVER OF JOURNAL FOR ADOPTIONS 


Examination copies available from PRENTICE-HALL, INC. : 
ENGLEWOOD CLIFFS, NEW JERSEY 
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OUR MODERN BANKING 
AND MONETARY SYSTEM 


3RD-1957 by Rollin G. Thomas, Purdue University 


NEW EDITION JUST PUBLISHED: Material greatly shortened; more useful for one- 
semester course e Greater use of balance sheet in explaining role of Treasury, 
Federal Reserve and commercial banks in creating money e Much re-written 
material, especially in areas dealing with determining supply of money, demand 
for money, relation of money to level of income, prices and employment e PRO 
VIDES the student with institutional background for study of central bank and 
monetary theory and related problems e APPLIES present-day monetary theory 
to problem of explaining supply of money and its demand e EXPLORES matter 
of appropriate goals of policy and significance of both central bank monetary 
policy and governmental fiscal policy e DEALS with problems of foreign exchange 
rates and international price relationships as they affect the maintenance of 
balance-of-payments equilibrium both in a free exchange market and under 
exchange controls e EXAMINES problems of restoration of domestic stability 
and international multilateral trade with currency convertible after the upheavals 


arising from war. 


644 pp., 6° x 9", Publ. January 1957, Text list $6.75 


INTERNATIONAL ECONOMICS 


3RD-1957 by Stephen Enke and Virgil Salera, American University 


NEW EDITION COMING IN APRIL: Thoroughly revised and re-written e Roughly 
two-fifths of work is entirely new e STRESSES the interrelationship of economic 
policy and international relations; describes place of United States in world 
economy and shows effects of U. S. economic policy on certain international 
situations e PROVIDES an extensive treatment of economic development e Pres 
entation is sharpened throughout; theory sections simplified and condensed; 
illustrative examples expanded; topics reorganized to give better balance of 
theory and description e ADDS valuable appendix: The Machinery of Policy 
Making in Washington e Other NEW materials include: economic development, 
european regionalism, general agreement on tariff and trade, questions and prob 
lems. INTERMEDIATE ECONOMIC THEORY (Prentice-Hall, 1950) is another text 


by Stephen Enke. 


Approx. 640 pp., 5%” x 8%", To be Publi. April, Text list $6.95 
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INTRODUCTION 
TO ECONOMICS 


by Theodore Morgan, University of Wisconsin 


e SHOWS THE EMPIRICAL AND POLICY RELEVANCE of all phases of economic 
analysis. Skilfully ties together theory, statistics, and verbal description. Gives 
equal weight to microeconomics and macro-economics. The two main sec- 
tions of the book are, first, the consumer, the firm, and the industry (micro 
economics); and second, income and employment (macro-economics). 

e MATURE EMPHASIS and a large amount of space given to the rate of produc 
tivity advance and of economic progress in the United States and abroad (takes 
up most or all of 5 chapters, and a smaller part of 5 more). 

e STRESSES three other economic problems: (1) issues of depression, stability 
and inflation; (2) monopoly and its control; and (3) inequality of income and 
economic power. 

e POST-KEYNESIAN: the text effectively integrates what we have learned about 
depression and inflation in the 30's, 40's and 50's into the body of economics. 

e COMPLETELY UP-TO-DATE. Evaluates recent experience in farm policy, trust- 
busting, inflation control, currency convertibility, and the problems of under 
developed areas. 

© Morgan also wrote INCOME AND EMPLOYMENT, 2nd (Prentice-Hall—1952). 


800 pp. 6° x 9°, Publ. 1956, Text list $6.75 


SF. 


PRENTICE -HALL,INC. 


ENGLEWOOD CLIFFS, NEW JERSEY 
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INTERNATIONAL 
SOCIAL SCIENCE 
BULLETIN 


published quarterly by the United Nations 
Educational, Scientific and Cultural Organization, 
19 Avenue Kléber, Paris 16e. 


Just issued: Vol. VIII, No. 4—1956 


PART I: CROSS-CULTURAL EDUCATION AND EDUCATIONAL TRAVELS 
—Methods and Results 
—International Promotion of Study Abroad 
—Unesco's Exchange of Persons Service 


PART II: ORGANIZATION IN THE SOCIAL SCIENCES, 
NEWS AND ANNOUNCEMENTS 
—Current Studies and Research Centres 
—Reviews of Documents, Periodicals and Books 
—News and Announcements 


Contributors to this issue: M. Brewster Smith, Nicole J. Deney, Alan J. A. Elliott, Ken 
neth Holland, Bertram Hatchinson, Guy §. Métraux, Jean Meynaud, Dallas Pratt, } 3 Paul 
Smith, T. Watanabe, Donald B. Cook. 


Send subscriptions to: Annual Subscription 3.30, 21/- 
Unesco Publications Center Per copy 1.00, 6/- 
152 West 42nd Street 

N.Y. 36 


SOCIAL AND ECONOMIC STUDIES 


Journal devoted to research especially in the problems of economic 
development, social change, political action in underdeveloped territories 


Among papers published are the following: 
The Malthusian Model as a General System are K. E. Boulding 
Colonial Monetary Arrangements : .... Arthur Hazelwood 
Employment, Development, Incentive Financing ........... H. D. Huggins 
Transport in Jamaica W. F. Maunder 
The Role of Merchandise Trade Statistics ... 
Income and Oonsumption Patterns in Barbados 
Economy of Jamaica: A National Accounts Btudy* ... 
A Bystem of Labour Force Statistica 


Symposium on the Hicka Report on Finance and Taxation in Jamaica 
R. Goode, A. Hazelwood, A. D. Knox, A. P. Thorne, G. D. N. Worswick 


Subscription per volume (4 numbers) £1.10.0; U.S. $4.26; B.W.I. $7.20 


* Copies of this Special Supplement, with board covers, may be had at the Inatitute of 
Social and Economic Research, University College of the West Indies, price 6/——($0.85) 


Institute of Social and Economic Research 
University College of the West Indies 
Mona, Jamaica, B.W J. 
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KYKLOS 


International Review for Social Sciences 


Vol. X—1957—Fasc. 1 


ARTICLES 
Professor Fellner on Growth and Unemployment ............ R. F. Harrod 
The Theory of the Balance of Payments and the Problem of a Common 
The Future of Vincal Poliey Wiseman 
Tendencies and Forces at Work in a Changing World ....&duard Heimann 
The Business Enterprise as a Subject for Research .......P. W. S. Andrews 
Model-Building and Reality: A Case in Point ........ .... Kjeld Philip 


DISCUSSION: 

National Income, Capital Formation and Natural Resources—A Com- 

A Rejoinder to Mr. Dosser’s Criticism .......... _e .. Joseph Barnea 


Book Reviews—Titles of New Books 


All articles are followed by a summary in English, French and German. Published 
quarterly. Aunual subscription Sw. Fr. 26.—($6.00), postage included 

Irder from your bookstore or the publisher: Kyklos-Verlag, Postfach 610, Basel 2, 
Switzerland 


THE REVIEW OF ECONOMIC STUDIES 


Vol. XXIV (1) No. 63 October 1956 


CONTENTS 


Factor Proportions and the Hecksher—Ohlin Theorem ..... . -R. W. Jones 
The General Theory of Second Best val ieskaale R. G. Lipsey & K. J. Lancaster 
Second Thoughts on Capital-Intensity of lavesiment er ; ...M. Dobb 
The Measurement of Excess Capacity in Retailing R. H. Holton 
Price Policy with a Branded Product ... ‘ I. FF. Pearce & L. R. Amey 
Customs Unions from a Single Country Viewpoint ....F, Gehrels 
Dr. Klein's Interpretation of Leontief's System M. Morishima 
A Reply was R. Klein 
Mr. Ritter on Monetary & Fiscal Poluy -.-L. Turvey 


Annual subscription 21s. per volume (3 issues), post free. Special terms for students. U.S.A. 
and Canada $41.00 per volume. Back number rates on application to Secretary. 


Editorial communications should be sent to: The Editor, Review of Fconomic Studies, 
Nuffield College, Oxford, Articles from the U.S.A. and Canada should be sent to P. A. Samuel- 
son, Massachusetts Institute of Technology, Cambridge, Mass. 


All other communications to the Secretary, Review of Economic Studies, 4, Trumpington St., 
Cambridge, England. 


Cheques should be made payable to the Review of Economic Studies. 
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EL TRIMESTRE ECONOMICO 


Directores: Victor L. Urquidi y Javier Marquez 
Comité editorial: Jorge Ahumada, Emilio Alanis Patifio, Edmundo Flores, 
Raul Ortiz Mena, Felipe Pazos, Rai] Prebisch, Rai! Salinas Lozano 
Secretario: Enrique Gonzalez Pedrero 


ARTICULOS—DOCUMENTOS—NOTAS BIBLiOGRAFICAS 
REVISTA DE REVISTAS—PUBLICACIONES RECIBIDAS 


El Trimestre Econémico aparece en los meses de enero, abril, julio y octubre de 
cada aio. El nimero suelto vale 6 pesos; la suscripcién anual, 20 pesos en el 


pais y 2.50 délares en el extranjero. Publicacién editada por: 


FONDO DE CULTURA ECONOMICA 


Av. de la Universidad 975 Independencia 802 
Méxleo 12, D.F. Buenos Aires, B.A. 


BEHAVIORAL SCIENCE 


Published quarterly, stressing the interdisciplinary approach to the 
study of man and his behavior, normal and abnormal, individual and 
group. 


Editorial Board—-Franz Alexander, paychoanalysis; Alex Bavelas, social paychology; 
David Easton, political science; Ralph W. Gerard, biology (neurophysiology); Clyde 
Kluckhohn, anthropology; Marion J. Levy, Jr., sociology; Donald G. Marquis, psychol- 
ogy; Jacob Marschak, economics; James G. Miller, psychiatry and psychology; Anatol 
Rapoport, mathematical biology; Ralph W. Tyler, shasetion ; Raymond W. Waggoner, 
psychiatry 


Contents for January 1957 (Volume 2, Number 1) 


A Probabilistic Approach to Language Learning . . By Erie Il. Lenneberg 
Situation Dynamics and the Theory of Behavior Systems By IP. G. Herbat 
The Role of Convulsions in Behavior .. By M. R. A, Chance 
Children in a Society Under Stress . By Theron Alexander @ Robert Anderson 
Symposium on Freud 
History, Psychiatry, and the Behavioral Sciences ........By Henry von Witzleben 
The Primary Process and Psychoses -... By Henry W. Brosin 
Freud's Place in the History of Medicine .............+.565 By llza Veith 
Fread and Experimental Psychology ‘ By Ernest R, Hilgard 
Comment 
Abstracts of Current Literature with Interdisciplinary Implications 
About the Authors 
Members of the American Economic Association, who clearly identify themselves as 
such, may subscribe at the special reduced rate of $5.00 per year, in place of the 


reguiar rate of $6.00. This offer is not retroactive. Subscriptions may be sent to 
BEHAVIORAL SCIENCE, Mt. Royal and Guilford Avenues, Baltimore 2, Maryland. 
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ECONOMIE APPLIQUEE 
Archives de Vinstitut de Science Economique Appliquée 
(The French Journal of Economic Science ) 


Directeur: Francois Perroux 
LS.E.A., 35 Boulevard des Capucines, Paris 2c. 
Vol. IX n° 4 Octobre-Decembre 1956 


SOMMAIRE 


F. Perroux-—-Albert Aftalion (1874-1956). 


J. Denizet—Des expériences monétaires récentes aux mécanismes monétaires de 
demain 


L. V. CHANpDLER—Evolution récente et tendances de la politique monétaire aux 
Etats-Unie. 


E. P. Neuretp—L 'évolution et les tendances de la politique monétaire canadienne. 

F. Hurtapo et E. ViLLaseNOR—L'expérience monétaire du Mexique. 

R. G. Orrr—La politique monétaire britannique et la zone sterling. 

M. Niveau—La politique monétaire de la Grande-Bretagne, 1955-1956. 

J. W. Hacketrr-—Sur les pressions inflationnistes et les politiques anti-infla 
tionnistes en France. 

R. Trirrin—Convertibilité monétaire et intégration économique en Europe 
occidentale. 


ECONOMICA 


Published Quarterly 


36th Year New Series, Vol. XXIII, No. 92 November, 1956 


CONTENTS 


Seven Centuries of the Prices of Consumables, compared with Builders’ Wage- 
rates E. H. Phelps Brown and Sheila V. Hopkins 


Post-war Wage Bargaining in the United States .....H. M. Douty 
Seamen's Sixpences: An Index of Commercial Activity, 1697- 1828 


Iron and Steel Prices ......Lucien Foldes 
Factor Endowment and Relative Commodity Pelee: A Comment E. J. Mishan 
Official Economic Statistics . . . Allen 
The Royal Commission on the Taxation of Profits and Income vimeitarer’ a R. Prest 


Book Reviews 
Books Received 


MEMBERS OF THE AMERICAN ECONOMIC ASSOCIATION may sub- 
scribe at the specially reduced rate of 25s. per annum. Subscriptions should be 
sent to the Secretary and Treasurer, American Economic Association, Evanston, 
Illinois, accompanied by a cheque drawn in sterling in favour of ECONOMICA, 
London School of Economics and Political Science. 
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THE JOURNAL OF FINANCE 


Published by THE AMERICAN FINANCE ASSOCIATION 
Volume XII, No. 1 (March, 1957) includes: 


Monetary vs. Visca) Policy at Full Employment D. A, Worcester, Jr. 


The Use of Small Area Income Estimates in Municipal Credit Analysis 
John W. Bowyer, Jr. 


An Model for Commercial Banks ... 
David A. Alhadef tharlotte P. Athadef 


A Note on Investment Activities and the Graduated Corporate Tax 
-Oliford D. Clark 


Federal Reserve Support of Treasury Refunding Operations ....-Deane Carson 


Membership dues, including $3.00 allocated to subscription to The Journal of Finance, 
are $5.00 annually. Libraries may subscribe to The Journal at $5.00 annually and 
single copies may be purchased for $1.25. Applications for membership in the Ameri- 
can Finance Association and subscriptions to The Journal of Finance should be ad- 
dressed to the Secretary-Treasurer, George E. Hassett, Graduate School of Business 
Administration, New York University, 90 Trinity Place, New York 6, N.Y. 


Communications relating to the contents of The Journal of Finance should be ad- 
dressed to the Editor, Harold G. Fraine, School of Commerce, University of Wisconsin, 
Madison 6, Wisconsin, or to the Associate Editer, Carl A. Dauten, School of Business 
and Public Administration, Washington University, St. Louis 5, Missouri. 


JOURNAL OF FARM ECONOMICS 
Published by THE AMERICAN FARM ECONOMIC ASSOCIATION 


Editor: Harotw G. HAaLtcrow 


University of Connecticut, Storrs, Connecticut 


Volume XXXVIJI November 1956 Number 9 


Economic Aspects of the Farm Woodland Enterprise ...... ....Jdohn O. Redman 
The Consolidation of Farming Lands in France . Catty 


Estimating Enterprise Production Functions from heel Sutens Data on Multiple 
Enterprise Farms . Christoph Beringer 


Predicting Hog Prices ‘Olijten B. Cox and Patrick J, Luby 


A Modified Simplex Solution for Linear Programming with Variable Capital 
Restrictions ...... Wilfred Candler 


Classification of Values that Serve as Motivators to Consumer Purchases ..M. E. John 
Research on Advertising Effectiveness .. Charles F. Sarle 
Questions for Designers of Future Water Policy ............. Edward A. Ackerman 

This Journal contains additional articles, notes, book reviews, announcement of new 


bulletins in Agricultural Economics and is published in February, May, August, Novem 
ber and December. Yearly subscription $7.00. 


Secretary-Treasurer: LOWELL S. HARDIN 


Department of Agricultural Economics 
Purdue University, Lafayette, Indiana 
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AGRICULTURAL HISTORY 


Designed as a medium for the publication of research and documents 
pertaining to the history of agriculture in all its phases and as a clearing 
house for information of interest and value to workers in the field. Materials 
on the history of agriculture in all countries are included and also materials 
on institutions, organizations, and sciences which have been factors in agri- 
cultural development. 


ISSUED QUARTERLY SINCE 1927 
BY 
THE AGRICULTURAL HISTORY SOCIETY 


Subscriptions, including membership: Annual, $5.00; student, $2.00; con- 
tributing, $10.00. 


Editor: D, A. Brown, Room 226, Mumford Hall, University of [linois, 


Urbana, Illinois. 


Secretary-Treasurer: Wayne D. Rasmussen, Room 3905, South Agriculture 
Building, U. S. Agricultural Marketing Service, Washington, D.C. 


BULLETIN FOR INTERNATIONAL 
FISCAL DOCUMENTATION 


Bi-monthly periodical published by the International Bureau of Fiscal Documentation. 
HERENGRACHT 196—AMSTERDAM, Netherlands 


Vol. X No. 6 


CONTENTS 
Donneurs de licences étrangers et taxes sur le chiffre d'affaires . . Jean H. Rothstein 
Die Steuersenkungen 1956 in West Deutschland 
Defence taxes in the Middle East. 
Information on statute and Case Law. 


Reviews on books and articles dealing with taxation matters. 


PRICE: _ a year without supplements or equivalents in 
* ($6.25 a year with supplements other currencies 
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THE ECONOMIC RECORD 


The Journal of the Economic Society of Australia and New Zealand 
Published Half-yearly in May and November 


Vol. XXXII November, 1956 No. 63 


The Australian Economy, September, 1956 Rowen 
The New Zealand Economy, 1955-56 ........... ‘ G. P. Braae 
Articles 
Making Economic Policy in New Zealand .............02+0++0--4 M. J. Moriarty 
The Price Mechanism and the Australian Balance of Payments ......J. BE. Meade 
Ownership and Control of the Electricity Supply Industry in Australia .... 
A. Boehm 
Interstate Road Transport ... ook. 
Structure and Price Determination in the N SW, ‘Road Haulage Industr 
olsen 
The New Zealand Monetary Commission, 1955-56 . ; . P. Hogan 
Social and Economic Revolution for the Development of La: ekwand palatatitae 
J. P. Belshaw 
Economic Growth and Capital Accumulation . .. W. Swan 
Notes 
The Economics of Beef Cattle Colin Clark 
The Infant-Industry Argument and the Cotton Industry in Australia ...R. Robson 
Annual Report of the New Zealand Dept. of Statistics 


Bingle Oopies 12/6d. (Australian) Annual Subseription 25/- (Australian) 


Melbourne University Press, The University, 
Melbourne N.3, Victoria, Australia 


BULLETIN OF THE OXFORD UNIVERSITY 
INSTITUTE OF STATISTICS 


The Butretin publishes articles by members of the research staff and other 
economists on problems of applied economics and statistics. 


Some recent articles include: 
Growth and the Balance of Payments: a Syinposium 
Incomes, Savings and Net Worth: The Savings Surveys of 1952-1954 ..T. P. Hill 


Smal] Manufacturing Businesses: A Preliminary Report on a Pilot Survey 
-Colin Bruce, F. A. Burchardt and E. B. Gibb 


Output, Employment and eines in British Manufacturing in the Last 
Half Century A. Maddison 
On the Difficulties of Measuring Wage Differentials 
K. G. J. C. Knowles and T. P. Hill 
Major Consumer Expenditures and the Ownership of Durable Goods .L. R. Klein 


Has the Distribution of Income Become More Unequal? Dudley Seers 


Published Quarterly Subscription Price $4.20 


Inquiries and subscriptions to: 
Basil Blackwell, 49 Broad Street, Oxford 
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PUBLIC FINANCE/FINANCES PUBLIQUES 


International quarterly journal devoted to the study of 
fiscal policy and related problems 


Publisher and Editor in Chief 
Dr. J. A. Monod de Froideville 
Emmalaan 2, Haarlem, Netherlands 


Vol. XI 1956 No. 3 


Frangois Visine, Paris Essay on Determining the Action of Pub- 
lic Expenditures on Economic Trends 


M. 8. Bhatia, Lucknow University, India Budgetary Position of the Government of 
India sinee Independence 


Maurice Polti, Paris Investments DiMiculties 
Manuel Gottlieb, University of Kansas Political Economy of the Public Debt 
City, Missouri, U.S.A, 


Book Reviews 


Contributions in French or German are followed by an English summary. 
Subscription Price $7.50 a year, postage free 


OXFORD ECONOMIC PAPERS 


Vol. 8 October 1956 No. 3 


Contents 


The Influence of Distribution Costs and Direct Investments on British 


Liquidity Ratios and Funding in Monetary Control A. E. DeJasay 

Analysis of the Generation of Price Inflation. A study of Cost and Price 
changes in the United Kingdom 1946-54 ................ J. C. R. Dow 

Direct Taxation and Economic Growth Ursula K. Hicks 
Oxford Economic Papers is published in February, June and October. The 


prepaid subscription is 25s. post free, and the price of a single copy 12s. net. 
Orders may be placed with any bookseller or sent direct to the Publisher. 


OXFORD UNIVERSITY PRESS 
Amen House, Warwick Square, London, E. C. 4. 
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POPULATION STUDIES 


A Journal of Demography 
Edited by D. V. GLASS and E. GREBENIK 


Volume 10, No. 8 March, 1957 
CONTENTS 

W. D. Borrie, R. Firtu anv J. The Population of Tikopia 1929-1952. 

8. W. Carrin: Increases in Recent Mortality Rates at High Ages 

D. Eversiey: A Survey of Population in an Area of Worcestershire from 1660 
1850 on the Basis of Parish Records 

J. Haswaw: The Scope of Local Authority Health Services for Old People 

Dupiey Seers: A Fertility Survey in the Maltese Islands. 

A. Peacock: Review Article 


Book Reviews. 
List of Books and Publications Received. 


Subscription price per volume of 8 parts 85/——net, post free (or American cur- 
rency $5.75). 


Single parts 15/—-each plus postage (American $2.50, post free). 


Published by the Population Investigation Committee, at the London School 
of Economics and Political Science, 15 Houghton Street, London W.C.2. 


THE QUARTERLY JOURNAL 
OF ECONOMICS 


Founded 1886 


Vol. LXXI February 1957 No.1 


ECONOMIC SCIENCE ONLY—OR POLITICAL ECONOMY? ...Overton H. Taylor 


SPECULATIONS ON POPULATION GROWTH AND ECONOMIO DEVELOP.- 
MENT. Stephen Enke 


MONETARY- FISC AL POL Ic Y AND ECONOMIC GROWTH Warren L, Smith 
INVESTMENT CRITERIA FOR ECONOMIC DEVELOPMENT AND THE 
THEORY OF INTERTEMPORAL WELFARE ECONOMICS .....Otto Eckatein 


ON CAPITAL PRODUCTIVITY, INPUT ALLOCATION AND GROWTH ... 

RICARDO'S TRANSFER MECHANISM THEORY Will E. Mason 

THE COEXISTENCE OF LARGE AND SMALL FIRMS: A STUDY OF THE 
ITALIAN MECHANICAL INDUSTRIES . Stanislaw H. Wellisaz 


EFFECTIVENESS OF ‘ENTRY’ BY ALREADY ESTABLISHED FIRMS , 
.. Howard Hines 


THE COBW EB THEORE M: .....Gustay Akerman 
NOTES AND DISCUSSIONS 
INVESTMENT CRITERIA, PRODUC AND 
DEVELOPMENT: COMMENT .. 


Edited by E. H. Chamberlin for the 
Department of Economics, Harvard University 
$1.50 per copy, $5.00 a year; 3 years, $14.00; 
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